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FOREWORD 


f 

It needs little argument that the problem of saving is of crucial im¬ 
portance to underdeveloped countries. Modem theories of economic 
growth all give a ,^ntral role to,the rate of capital accumulation. The 
Harrod-Domar model makeathe rate of grovrth of the national in¬ 
come immediately dependent on and preportional to the rate rff saving. 
It has become clear that we must compare this “warranted rate of 
growtli” Avith,,the natural rate as determined by population growth and 
the rate of increase in the productivity of labour. In developed countries 
tl^is natural rate of growth may be smaller than the warranted rate. 
In*that case the Keynesian situation of an abundance of saving or of a 
lack of investment opportunities will obtain. 

In the underdeveloped countries, however, we will generally find the 
opposite case: the natural rate of growth is larger than the warranted 
rate as determined by capital formation. The possibilities of growth 
are then to a very large extent dependent on the rate of saving. The 
real goal of development policy should therefore be to start a process 
of growth which will gradually increase the rate of saving. It is only 
when a country succeeds in raising its rate of saving to a higher level 
that it achieves its “take-off” in Prof. Rostow’s words, and that it can 
further continue in a line of growth, which will more or less automati¬ 
cally produce a continuous increase in welfare. 

In ^his context it is clearly very necessary to know more about the 
rate of saving an*d its determining factors. The role of business savings 
is especially important because the opportunities to increase the rate 
of saving are probably in the first place to be found in an increase of 
business savings. We know that in many western countries the marginal 
rate of saving out of profits is veiy high. An increase in profits can 
therefore produce a higher rate of saving. It seems important to know 
whether this is also true for underdeveloped countries. 

For all these masons Dr. Mazumdar has made a study of business 
savings in Indil. He has started by bringing together the available data 
on savings in general in order |o ascertain the relative place of business 
savings in the total picture. He then studies the data on business savings 
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more in detail, comparing different metho'ds of estimating these savings 
and Anally adding an estimate of his own on the impprtant category 
of unincorporated enterprises. 

He then clarities the meaning of the tigures he has found by making 
various comparisons of the rates of saving in different sectors and 
different countries. 

Having thus given a more or less static picture of the Situation, Dr. 
Mazumdar then proceeds to investigate tht relationship between business 
savings and profits. Besides the average rate of saving out of profits 
he also measures the marginal rate. c 

His conclusion is that the marginal rate of saving out of^profits is 
very high, so that there is not much difference here with more developed 
countries. From these results Dr. Mazumdar finally draws some ten¬ 
tative but interesting conclusions. 

Mr. Mazumdar has made a painstaking study of a difficult subject. 
He has certainly not been able to solve all the difficulties and to present 
a set of figures which is flawless from a statistical point of view. With 
the material that is now available this is not yet possible; but I may 
express the hope that Dr. Mazumdar’s work may stimulate interest in 
the problem of saving, promote further research and in this way prove 
a useful contribution to the building of a body of knowledge that may 
be of real help to the underdeveloped countries. 

Prof Dr. H. J. Witteveen 


The Netherlands School of Economics 
Rotterdam 



PREFACE 


The present study was undertaken with the modest aim of improving 
upon the existing estimates of business saving in India. However, it was 
conceived in the context of tie developmental problems of the whole 
economy and therefore it differs rather markedly in its orientation from 
a few other well-known studies of business saving in the high-income 
countries* Th^ latter are chiefly micro-economic types of studies, while 
the present study emerges out of an interest in the question of the growth 
of the Indian economy as a whole and is therefore macro-economic 
in ««cope. 

The plan of the book is evident from the arrangement of the contents. 
The main task in the first part is to make an estimate of business saving 
in India; which is undertaken in Chapter 3. Chapters 1 and 2 seek to 
clwify the concepts and the tool, and give a review of the sources. 

The main purpose of the second part is analysis, though descriptions 
and estimates that are incidental to that purpose are also included. 

Chapter 4 — an analytical description of the Indian economy — sets 
the stage for several lines of analysis and international comparison. 
In Chapter 5 an analysis of the inter-industrial pattern of profitability 
and an international Comparison (mainly all-industry average rate of 
profit) are made. In Chapter 6, an analysis of the relation between 
business saving and profitability'^is attempted and the corporate marginal 
saving propensity is measured. 

Chapter 7 directly proceeds to demonstrate the relevance of the 
marginal saving propensity of the different sectors to the growth of 
the rate of national saving and then sumps up the main conclusions and 
suggestions.! It may be pointed out that the measurement of the marginal 
saving propensity in Chapter 6 brings our static line of study to a thres- 


(0 This is the btoad framework. Of cohrse, the division of the book into two 
• parts - estimative and analytical - is only a convenient device and the reader should 
not be surprised at finding many ai&lytical observations In the estimative part, and 
sSme description and estimates in the analytical part. 



hold, so to speak, from where dynamic* analysis can begin. The .Imk 
with dynamic study is brought out — clearly, I hope — in the second 
section of the concluding chapter (Chapter 7). The relation between 
the marginal saving propensity of the different sectors and the changing 
proportions of the income of the various sectors surely lie in the field 
of dynamic economics. Further working out of the process would be 
best done by using the algebraic form of expression and "by accurately 
measuring the sectoral shares of the additional national income. 
Owing to lack of time and space, however, these could not be fully 
pursued. But it is the present writer’s hope that the use of static and dy¬ 
namic analyses in their appropriate spheres and the lin<!: between the 
two, rather than a rigid adoption of the one to the exclusion of the 
other, will have commended themselves from the present study. 

It is the author’s firm conviction that scientific work is a cooperative 
venture and that each piece of research is problem-solving and problem- 
posing at the same time — an invitation to further research. The present 
work poses many problems and perhaps indicates a few lines of advance; 
it certainly invites further research. The whole work has been conducted 
in this spirit, and should be viewed in the same spirit. 

Prof. Dr. H. J. Witteveen was intimately connected with the work 
right from its inception and has therefore stated most aptly the main 
reasons governing the choice of the subject-matter of the present study. 
I must say that my interest in the problems of growth of the Indian 
economy led me to undertake a study of the whole field of saving. I 
was soon impressed by the importance of business saving and by the 
lack of any comprehensive study of the subject from the point of view 
of growth even in the high-income countries. 

I am grateful to Prof. Witteveen for contributing the foreword and 
giving so much of his time and thought to my work, besides rendering 
many other kinds of help during my stay in the Netherlands. 

I am thankful to the Netherlands Economic Institute for taking me 
on its staff in the Division of Balanced International Growth and for 
giving me great freedom in planning my research. But for its help and 
the encouragement and generosity of its Director of Research, Prof J. 
Tinbergen, it would not have been possible for me to complete this 
work. Indeed, my debt to Prof. Tinbergen and that gracious lady, Mrs. 
Tinbergen who has been such a guide and frimd to my wife and who 
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ke^t such a sympathetic wat'Ch over our welfare throughout our stay in 
the Netherlands, is hard to measure. 

t 

I thank my colleagues in the Division of Balanced International 
Growth for much cooperation. In particular, 1 received help from Mrs. 
Ciceley W. Blanco of Cleveland, Messrs. H. Bos and P. Roeske. Mrs. 
Blanco kindly looked through most of the manuscript and offered 
many valuable suggestions and criticisms. 

Dr. J. B. D. Derksen kindly extended the hdspitality of the Central 
Bureau of Statistics of the Netherlands which enabled me to* do a lot 
of ^ork without losing time in travelling daily from the Hague to Rotter¬ 
dam and bacjp. I am thankful to him and the members of his staff who 
rendered valuable help in my work. 

• It is at the Central Bureau of Statistics^ that 1 came in touch with 
Mr. W. H. Somermeyer, Econometrician at the Bureau, who took a 
very keen interest in the work and made many valuable suggestions to 
improve the quality of the work. Working with him has been a pleasure 
which I shall always remember. 

•My wife’s share in my work is too varied to be mentioned. 1 must say 
that but for her patience, sacrifice of personal pleasures and assistance 
in preparing the manuscript, my task would not have been accomplished. 
Much of the simplification in the style of presentation, wherever 
noticeable, owes its origin to her. 

Mr. Cornelis de^Haan has earned my deep gratitude by helping me 
in all possible way. I am happy that his magnanimity in enthusiastically 
accepting the joint dedication enabled me to give expression, if only 
feebV* to my sense of gratitude to him. I am entrusting the copyright 
of the book to him because in his hands my interests will be better 
preserved than in my own. • 

Finally, I t^ank my publishers, particularly their representative, Mr. 
J. M. Knol, for their wholehearted cooperation in publishing the book 
within a short time. 

H. M. 
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FFYP The First Five Year Plan. 

SfVp .The Second Five Year Plan. 

M-G Mukherjee & Ghosh, joint authors. (See text or bibliography). 
NIC The National Income Committee. 

NSS The National Sample Survey. 

RBI The Reserve Bank of India. 

RBIB The Reserve Bank of India Bulletin. 

SI FLA Survey of India’s Foreign Liabilities and Assets. (The abbre- 
• viation is also made to cover the Census of India’s Foreign 
Liabilities and Assets — CIFLA — but then it is called Report I). 
TEC The Taxation Enquiry Commission, 1953—54. 


Indian Terminology. 

Crore Refers to 10 million. 

Lakh Refers to 100,000. • 


* Not all the abbreviations used in the book are listed here; only the most 
important ones are. These abbrevlhtions are used witi^or without full stops be¬ 
tween the letters. 



“The human understanding is no dry light, 
but receives an infusion from the will and affec¬ 
tions, whence proceed sciences which may 6e 
called ‘sciences as one would’.” 


Novum Organum, i, 49. 



PART I 

ESTIMATIVE 



CHAPTER ONE 


INTRODUCTION 


1. DEVELOPMENT OF INTEREST IN THE QUESTION OF SAVING 

In one foim oi# another, saving has always received attention in eco¬ 
nomic literature, though a clcar-cut grasp of the relation between saving, 
investment and capital formation can be said to be emerging only now, 
af(fr the Keynesian revolution has had time to permeate the entire 
corpus 6f ecjjnomic thinking. 

In the thinking of the classical masters, accumulation proceeded 
in real terms and the virtues of saving were obiter dicta i, while the 
perspective of growth remained always in the forefront. The neo-clas¬ 
sical thinkers 2 , on the other hand, engaged themselves in trying to dis¬ 
cover the relation connecting saving, investment and the rate of interest. 
Gradually, the perspective of growth got lost and static analysis became 
the dominant preoccupation of economic theory. 

The practical importance of saving was seen during the First World 
War, and to check inflation saving drives were undertaken. In general, 
the ethical ideas about saving being a virtue persisted, until Keynes 
showed that saving — in the developed capitalist countries, let us say in 
parenthesis — was a vice rather than a virtue. Detailed information on 
saving was unknown. 

in contrast, the recent interest in the question of saving in economic 

literature is part of the resurgence of interest in economic growth. It 

• • 

> Cf. Harrod, “ ... the great masters do not appear to have done their best 
work in this department”. Towards a Dynamic Economics (Macmillan, London 1952), 
p. 35. • 

2 For a brief summary of the classical and neo-classical concepts and theories 
of saving, sec two articles by Prof. B. R. Shenoy: (I) “The Classical Theory of Saving”, 
Indltin Journal of Economics (Allahabad University), October 1947; (2) “Static Equi¬ 
librium Theories of Saving”, Indian Economic Review (Delhi University), August 1953. 
For an extended treatment of the prc-classical, classical, Keynesian and contemporary 
concepts and Iheflries, see Prof. L. J. Zimmerman, Sparc jk Belegf'en en Investeren 
in de Economische Litcratuur (NijholT, The Hague 1941), which title can be translated 
as “Saving, Investment and Capital Formation in Economic Literature”. I could 
follow the book only in snatche# due to my inadequj^te knowledge of the Dutch 
language. 
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is of practical importance and theoretical consequence at the same time. 
This interest in the question of saving (and economic growth) stems from 
two confluent currents: one arising from within the body of economic 
thinking itself, — from an internal impact, so to speak; the other arising 
directly out of the post-war economic, political and social reality — 
out of an external impact, let us say. The internal impact was that thrown 
up by Keynes’ General Theory^ a theory which most challengingly sought 
to demolish the classical ideas about savmg: It denied any possibility 
of an inequality between saving and investment; it denied the causal 
nexus that had been supposed to exist between saving and the interest 
rate. Instead, saving was functionally connected with cfiangej ip the 
level of income via the marginal propensity to consume. 

Among other things, this stimulated interest in measuring marginal 
propensities to consume ^ and to save. Meanwhile, the progress of 
national income research was also proceeding pari passu, making it 
more and more possible factually to determine the connections between 

1 Among the first to take up the issue were Elizabeth Gilboy (see her article ‘The 
Propensity to Consume’’, in the Quarterly Journal of Economics, November 1938). 
Articles in the same journal by Messrs Keynes (Feb., 1937), Holden (Feb., 1938) 
and Lange (Feb., 1938) all are connected with the same question. R. & W. M. Stone, 
“The Marginal Propensity to Consume and the Multiplier — A Statistical Investiga¬ 
tion”, Review of Economic Studies, Vol. VI (1938/39), p. 1 fT. The Stones’ investiga¬ 
tion extended, besides Great Britain, to Germany, Poland, Sweden, United States, 
and the Netherlands. A. L. G. M, Rombouts computed ligures for separate earning 
groups in the Netherlands; quoted from L)e Nederlandsche Conjunctuur by Jan Tin¬ 
bergen, Econometrics (English edition, George Allen & Unwin, London 1953), p. 96. 

The study of consumers’ expenditure itself, the so-called budget study, has a long 
history and stems from interest in labour welfare and from efforts to ascertain the 
workers’ cost of living from the point of reviewing wage claims; (/ater, aLso from the 
point of view of demand analysis under market research programmes). One of the 
earliest of such studies resulted in the formulation of the famous Engel’s law. For 
a brief resume of developments in this field, particularly in the U.S.A., leading to 
some of the largest sample surveys, see Woytinsky & Woytinsky, World Population 
and Production-Trends and Outlook (The Twentieth Century Fund, New York 1953), 
p. 268; also Dorothy Brady in NBER Studies in Income and Wealth, Vol. X. 

For further references, see Ruth P. Mack, “Economics of Consumption” in A Survey 
of Contemporary Economics, Vol. II (Edited by B. F. Haley; Richard D. Irwin, Inc., 
Homewood, Illinois 1952), especially pp. 5()n, 51 n, 53n & 54n. These include many 
postwar studies and discussions. 

Analysis of marginal propensities could thus proceed almost as soon as Keynes’ 
theoretical formulation suggested it, because a storehouse of factual knowledge had 
already been gathered. 
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nayonal income, saving, capital formation, etc., and leading to theore¬ 
tical reformulations. Simon Kuznets’ finding of a relatively stable ratio 
of saving in the United States over a hfty-year period during which 
the real national income increased* more than four-fold, led to a re¬ 
search and then to a re-formulation of the theory of saving by James 
Duesenberry ^ which has become famous for the acute sociological 
insight with Which4ie explained the stability of the consumption function. 

Keynes’ ideas about the gftneral operation of the economic system 
in his otherwise static analysis of a sho*rt-run model was soon extended 
byrfiarrod^ into a long-run (dynamic) theory of growth, which has 
comemiifch into prominence after the war in the form of what has come 
to be known as the Harrod-Domar type of model. The basic charac¬ 
teristic of such a model is the central place given to saving and capital 
among the basic variables; and the essential property of the model is 
the oscillation caused from within the system. Parallel with this ran the 
so-called stagnation hypothesis of the Hansenian and Steindlian varieties. 
All these served to sustain interest in the question of saving and to subject 
if to both theoretical examination and quantitative determination. 

The external impact came even more pressingly, bringing in its train 
a sense of inescapable urgency. The wartime need of saving was to con¬ 
tinue equally urgently in the period of postwar reconstruction. But that 
in any case was to be a temporary need, if we were to think in terms of 
the high-incomc countries only. No, the more abiding external impact 
was the stepping into history, of those regions of the world that have 
been hitherto outside the pale gf history — the so-called underdeveloped 
countries. Political stability of thej^^orld now depended so much on the 
economic regeneration of these countries. The realisation was dawning 
upon men of affairs that “poverty anywhere is danger to prosperity 
everywhere” ^.^Above all, the urge of these newly free countries to build 
a new economy by themselves moved them towards Planning. 

• 

1 James S. Duesenberry, Income^ Saving, and the Theory of Consumer Behavior 
(Harvard Economic Study No. 87, Cambridge, Mass., Second Printing 1952). 

2 First in his article in the Economic Journal, March 1939; and later in his Towards 
a Dynamic Economics (Macmillan, London 1952). It is of course more than a mere 
extension. For an appreciation of Harrow’s contribution, see S. A. Abbas, Capital 
Requirements for the Development qf South and South-East Asia (Wolters, Groningen 
1955), Chapter III titled “Harrod’s Theory of Growth”.* 

3 President Truman's famous Inaugural Address to Congress on January 20, 
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It is natural, therefore, that, whatever the direction from which,the 
impact came, as soon as the pre-occupation with the problems of growth 
gained in ascendancy, searchlights were turned on the question of saving 
— the prime mover of growth. 


2. IMPORTANCE OF SAVING AND ITS QUANTITATIVE 
KNOWLEDGE 

The m’ovement towards Planning that we mentioned above is distinct 
from planning at the micro-economic level, such as planning in industrial 
and other sectors of the economy which is sometimes said.to ha;e always 
existed. The sort of Planning we are referring to is planning economic 
development of a whole country, necessarily with a centralised direction 
— macro-planning, that is. Since it is planning economic growth, it 
requires accurate knowledge, — or where that is not to be had, the 
continuous improvement in the knowledge (or developing knowledge 
where none exists) — of the many variables involved in the growth pro¬ 
cess K It requires, above all, that a factual information of the mc..t 
fundamental variables determining the growth of an economy is gathered, 
namely, the rate of saving, the capital coefficient, and the rate of popu¬ 
lation growth. 

Of these, only the demographic data are at a relatively more satis- 

1949, the relevant part of which has become popular as the Point Four. 

Compare for our resume of the interest in the question of saving (together with 
growth) in Domar: 

“The present interest in growth is not aj^cidental; it comes on the one sid'' from 
a belated awareness that in our economy full employment without growth is impossible, 
and on the other, from the present international conflict which makes growth a 
condition of survival”. 

— “Economic Growth: An Econometric Approach”, The American Economic 
Review — Papers & Proceedings, May 1952, 

1 Growth defined as a rise in per capita income (or product). 

The major factors of growth are: (I) Land including natural resources; (2) populat¬ 
ion, or more strictly, the working force; (3) total amount of capital; (4) technical 
possibilities; (5) entrepreneurial ability, to include the organisation of the monetary 
system and other institutional factors; (6) consumers’ preference's; and, in an open 
economy; (7) relationship with outside economic units. These were stressed, and 
from these, the supreme role of capital (saving) and technical possibilities in the 
shape of capital coefiicient were skilfully isolated for a theoretical analysis in his 
lectures on growth by Prof. Witteveen. Ref. to those lectures is to be found in Abbas, 
op. cit. 
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fai^ory level of availability in India, the experience of taking population 
census being pearly 80 years old. Attempts at estimating total savings 
are recent; and those of ascertaining capital coefficient are still more so >. 

• s 

Thus in a simplified growth model where G — N, G signifying 

growth in per capita income, s the rate of saving, k the capital coefficient, 
and IM the rate ofipopulation growth (G being functionally related to s, 
k and N), any knowledge of growth presupposes the knowledge of the 
values of s, k and N. Where N is knowft, the knowledge of s and k assu- 
mej great importance. The difficulties of knowing both these are great. 
In lndia*the ^udy of capital coefficients relevant to the planned sectors 
of the economy are under way and the results are satisfactory, though 
revealing in nature 

Working estimates of national income being available for India, the 
task of determining s, the rate of saving, reduces itself to estimating the 
quantum of saving. Beginnings have been made in this direction and we 


* Recent studies of capital coefficients in the high-incomc countries can be found 
in fci. H. Stem, “Capital Requirements in Progressive lEconumlcs“, Economica, 
August 1945; W. Leontief & others. Studies in the Structure of the American Economy 
(O.U.P., New York 1953); R. W. Goldsmith, “Growth of Reproducible Wealth of 
the United States of America from 1805 to 1950" in Income & Wealth Series II 
(Bow'es & Bowes, Cambridge 1952). For low-income countries, M. L. Gupta, The 
Problem of Unemployment in India (Diss., Rotterdam 1955) for India; S. A. Abbas, 
op. cit., also only for India so far as low-income countries arc concerned. For many 
useful references, sec the Provisional Bibliography on Capital-Output ratio (mimeo¬ 
graphed) compiled by the Netherlands Economic Institute's Division of Balanced 
Intenwtional Growth, Rotterdam, ^ 

The biggest drawback of calculating capital coefficients is the exclusion of the 
problem of excess capacity. For a long-period average in capjfalist countries, this 
question can be viewed as a structural average, and it would not be misleading. For 
newly developing countries operating a planned economy, the question of excess 
capacity is of supreme relevance. It makes nonsense of an undifferentiated approach 
to the question of excess capacity. The Indian Statistical Institute has found that 
for a number of heavy industries the capital coefficient in India is relatively very 
small, e.g., gross capital coefficient for heavy machinery, just 1: heavy chemicals 
1.3; trucks 1.5 ; chemical engineering 3. Overall capital coefficient for heavy industry 
1. (Prof. P. C. Mahalanobis’s lecture to the Six-months Planning Course at the 
Institute of Social Studies, The Hague, 24 and 25 June 1958). 

Of course after, and only after, the internal needs have been satisfied and the 
country wants to enter the international market, excess capacity may have to be 
allowed for. 

2 See the latter part of footnote I above. 
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broadly report them in the next chapter. Suffice it to state here Chat 
these are yet unsatisfactory and stand in great need of improvement 

3. GENERAL DEFINITION OF SAVING 

The most general, if also the most common-sense, definition of saving 
is the excess of income over expenditure 2. From a generalised accoun¬ 
ting approach, this is obtained from what is called the income account. 
The same quantity can also be arrived at from the balance sheet as the 
change " in net assets, i.e., the excess of net assets over the,pliabilities 
including paid-up capital. * 

The concept of saving as defined above is clear and unambiguous 
It holds to savings at all levels — whether the unit is a nation, or a house¬ 
hold, or a business firm; or whether it is the government sector, or the 
business sector, and so on. 

It is quite another thing to say that the measurement of saving bristles 
with difficulties. For then we have to contend with the problem 9 f 
defining (and measuring) income and identifying consumption. The 
latter is not a serious problem except in the case of some borderline 
goods; and even there it can be overcome by establishing a convention 
about treating such goods either as consumption goods or as capital 
goods. It is with defining income that economists have been encoun¬ 
tering serious difficulties for some time. But their discussions have at 
least clarified the nature of the problem involved. Without entering 
into any detailed discussion, we can today look back upon the question 

1 The unsatisfactory character of these are brought out in Chapter 3. 

2 In the case of’a joint-stock company, distributed profits can be easily treated 
as expenditure in the sense that it is the amount paid out from the unit to another 
unit. In the hands of the latter, the dividendreceiving person, it is income, and may 
itself leave a saving ... “Expenditure” refers expenditure on consumption of goods 
and services. Expenditure on acquiring capital goods is investment. Expenditure on 
(allowance for) capital consumption is treated differently. It is included in gross in¬ 
come, and therefore in gross saving. When income is taken net, it does not come 
in the picture. 

3 It is better to exclude valuational changes. 

^ Dr. Radice assures us that it has been always accepted by economic theorists. 
See E. A. Radice, Savings in Great Britain 192? —J5, An Analysis of the Causes of 
Variations in Savings (0.15.P., London 1939), Chapter II titled “The Concept of 
Savings”, p. 5. Cf. also Keynes, General Theory^ p. 61. 
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and broadly distinguish two types of approach to a definition of income: 
(1) Income is defined as that which goes to factors of production as 
money payment (where money payments do not enter into the picture, 
imputed income is to be estimated) *and (2), income is taken as the value 
of total output The two are not incompatible with each other. Yet, 
they are not quite the same thing. When we want to measure national 
income, the secoifd is the appropriate concept 

The question of deducting a sum necessary for maintain^g capital 
intact from the total factor income or from the value of total output 
relhains^ common to both. It is a difficult question and perfect accu- 
racy*is unatlhinablc. An approximate capital consumption allowance 
is what can be deducted. The problem of valuation of assets offers 
another difficulty. Fixed assets and goods at diff'erent stages of production 
change in value. What values are we to assign to these? The original 
value, or the current market value? This question is also tackled by more 
or less arbitrary accounting conventions, but elaborate corrections have 
^o be carried out before any specific economic analysis could be made 
accurately. Notwithstanding all this, the merit of the second definition 
relating to national income stands out. It is necessary to point out that 
the first type of definition of income retains its usefulness in business 
cycle analysis and certain other micro-economic analyses 3. 

It remains to reiterate here that the difficulties mentioned above do 
not detract from the merits of our definition of saving. It is at once 

simple, general in its scope,.and compatible with the existing system 

• 

^ Other kinds of distinction, e.g., between net income and gross income, are 
possible but not relevant to the issue. • 

2 In an economy where all the productive activity passes through monetary ex¬ 
change, the totals on both the definitions should be expected to exactly equal. But 
even in such a case they do not do so at any given point of time, because while the 
product flow is more or less continuous, the flow of money income is discontinuous* 
Hovpever, in different economics there exist in different degrees, certain categories 
of production which are for self-consumption. It is impossible to determine the factor 
incomes in these cases unless we impute the values of output. Thus, for measuring 
national income, walue-of-output definition (method) is indispensable. The money- 
income concept of, say, Robertson, is clearly inadequate for such purposes. 

3 Cf. Gottfried Haberler, “Income, Savings, and Investment”, NBER Studies in 
Income and Wealth, Vol. II (New York, 1938), p. 164. Ij^ countries where the major 
part of the economy is outside the monetised sector, the largest part of the factor- 
income itself has to be estimated by the output-approach to income (imputed income). 
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of concepts in economic theory ^ It is also operational in character 
— an operational definition meaning that it can be described exhausti¬ 
vely by means of a unique and definite set of operations which yield 
the desired result and provide a quantitative check on one another-. 

4. SAVING AND CAPITAL FORMATION 

f 

We saw that for national totals, valve of output defines income 
most adequately. We can now iranslate our definition of saving into 
terms of output as a national aggregate. Saving is income mipus 
consumption expenditure. National income is the value oJtotaKiational 
output. National saving is therefore the unconsumed national output. 

Capital formation, often called “investment”, is the addition to the 
stock of capital goods which include both durable equipment and in¬ 
ventories of goods in process of production 3. The underlying idea is 
that these goods must go to make further reproduction possible. But 
this essential meaning of capital formation is usually impaired by the 
common treatment of the subject. We shall revert to this question in 
the discussion that presently follows. 

Now, once the definition of (national) income as the value of (total) 
output has been adopted, saving and capital formation become ne¬ 
cessarily equal. Throughout this discussion, saving, capital formation 
(investment), and income are all national totals. Further, instead of 
using the phrase, “value of output”, we shall simply use the word 
“output” to refer to the same thing. Anii for the sake of maintaining 
continuity with the discussion over the big controversy that raged during 
the thirties, we chall use the word “investment” instead of “capital 
formation”. 

1 R. W. Goldsmith, A Study of Saving in the United States (Princeton, 1955) 
Vol. n, p. 12. 

2 See P. W. Bridgman, The Logic of Modern Physics (Macmillan, New York 
1927), Chapter 1. Quoted by Goldsmith, loc.cit. 

3 Cf. the conceptual definition in the U.N. Studies in Methods Series F, No. 3: 
Concepts and Definitions of Capital Formation (p. 7): — “Conceptually net capital 
formation represents the addition to fixed capital (buildings, other construction and 
works, equipment and machinery) and working capital (producers* stocks... — 
stocks of raw materials, semi-finished and finished goods) available for future pro¬ 
duction.” 
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Coming back to the question of equality between saving and capital 
formation (investment) the Keynesian equality is very simply demon¬ 
strated with the help of the usual symbols 

Y C + I 
S - Y — C 

Substituting Y, we have S (C f 1) — C 
. m S - I 

• • 

We stated that the equality between saving and investment follows 
froth thg total-output definition of income. This definitional character 
of the equalify is usually stressed but its implications are not clearly 
stated. We shall show how it is done in two alternative cases 

Y = C i 1, i.e., total output consists of consumption goods and 
investment (capital) goods. I, investment is defined as the sum of fixed 
assets and circulating assets including inventory. Inventory frequently 
deludes stocks of finished consumption goods. Now, the unconsumed 
part of C, the consumption goods, is added by an accounting convention, 
to the inventory. Thus the common meaning of I impairs the purity 
of I as capital goods. I is really I + Cu where Cu is the unconsumed part 
of consumption goods. Without stating it explicitly in this way, such an 
equality is actually presented quite frequently. The most common example 
is the national accounting use of the equality. But occasionally theoreti¬ 
cal economists, e.g., Harrod, also interpret the equality in this sense K 

Alternatively, where theoretical perception is keen, the unconsumed 
part of C can b^ assumed to be matched simply by unspent cash —just 
as Cu is C stored, so is an equal amount, its exacU equivalent cash, 
is in hoard. This unspent cash is not saving, but merely hoarding. In 
a sense, this equality between hoarding and stock of consumption goods 
(Cu) is an identity, which follows from the definition of income as the 
value of output. Complications arise, however, since besides the cash, 
or the money hoarded, the credit performing ‘finance’ of investment acts 

1 R. F. Harrod, Trade Cycle — An Essay (Oxford, 1936), p. 72; also Hawtrey, 
Capital and Employment (Longmaos, London 1937), pp. 135—40. And also Haber- 
Icr’s interpretation on pp. 194—95 of his book (Prosperity and Depression^ 3rd edition) 
discussed by us on page \QPet seq. below. 
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as a revolving fund. But this does not affect the conception of saving 
which is an addition to the stock of capital goods ^ 

Now, the definitional character of the equality between S and I is 
clear. In fact, from the formal statement of the matter the two appear 
to be an identity and it has sometimes been asked why the two terms 
have been maintained instead of using just one 2 . We might add that 
while he sought to demolish much of what could be called the traditional 
notion about saving and investment, Keynes also retained his link with 
tradition by maintaining a distinction (and by implying an inequality, 
at least on one occasion to be mentioned presently,) between saving 
and investment. He shows his awareness of the commorf.y knowh fact 
that the acts of saving and of investment are usually performed inde¬ 
pendently by different people \ 

S I is not an identity. 

In holding this, Keynes goes as far as almost contradicting himself 
when he asserts that “it is .. . the level of incomes which (in conjunction 
with certain other factors) ensures this equality (between saving and 

t 

investment)” Something is required to ensure that S= I. If we stick 
to the logic of Keynes' definition of saving (and of investment), only 
the definition of income as total output is sufficient to ensure the 
equality. But as soon as Keynes goes on to explain the process of 
capital formation — a serious omission in his General Theory as he 
admitted later — he lapses into a use of the terms which is more 
akin to traditional thinking 

^ We think this is a fair interpretation *0 put on Keynes’ insistence on treating 
saving as stock and the credit providing finance as flow. See his article “Alter¬ 
native Theories of tjje Rate of Interest" Economic Journal, June 1937; and again in 
“The ‘Ex-ante’ Theory of the Rate of Interest”; E, December 1937, p. 666 ff. 

2 E.g., R. G. Hawtrey, Capital and Employment (London, 1937), p. 174, “they 
are two different names for the same thing”. 

3 General Theory, pp. 20—21, 210. Also Keynes, in Economic Journal, June 1937, 
p. 246. 

4 J. M. Keynes, “Alternative Theories of the Rate of Interest”, Economic Journal, 
June 1937, p. 249, and again p. 250. 

5 In his articles in the Economic Journal, June number and December number, 1937. 

6 See his review article, “The Process gf Capital Formation”, Economic Journal, 
September 1939. 

In fact, he asserts that, there is nothing new in his approach except that instead 
of looking upon interest rate as the equaliser, he looks upon income (among other 
things) as the equaliser. See his article in E.J., June 1937. 
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^aberlefs mediation *: Professor Haberler seeks to explain “the 
paradox that^the two things, although identically defined, are not quite 
the same”, and advances two arguments for maintaining a distinction 
between the two terms — saving and investment. His arguments are 
as follows: 

(1) Only aggregate national saving equals aggregate national in¬ 
vestment just as the aggregate purchases of a commodity are equal to 
the aggregate sales of that commodity# But each individual’s saving need 
not — it usually does not — equal his investment just as each indi- 
viSual’s# purchases need not — and usually are not — equal to his 
sales. 

(2) “There is a second reason for the retention of the two terms. 
Although the total purchases of a commodity are equal to the total 
sales of that commodity, the motives of purchasers differ from those 
of sellers. In the same way, the motives for investment differ from those 
for saving; and the word “investment” may be used for the value of 

%nconsumed income when the context refers to the motives of invest¬ 
ors, while the word “savings” may be used for the same quantity when 
it is desired to emphasise the motives of savers” 2, (Our italics) 

Now, this difference in the motives arises because the acts of invest¬ 
ment and saving are performed by two distinct classes of people, or 
people in two distinct capacities — as entrepreneurs and as consumers. 

Let us quote the passage from Keynes, to which Prof. Haberler 
gives his interpretation: 

“Aggregate sjjving and aggregate investment in the senses in which 

1 have defined them, are necessarily equal in the sense in which the 
aggregate purchases of anything on the market are equal to the aggre¬ 
gate sales. But this does not mean that ^'buying' and "selling" are identical 
terms, and that the laws of supply and demand are meaningless"", ^ 
{Qur italics) 

^ Gottfried Haberler, Prosperity and Depression — A Theoretical Analysis of 
Cyclical Movements, Third Edition (United Nations, Lake Success, N.Y. 1946), 
pp. 194—95. , 

The First Edition was originally published by the League of Nations, Geneva, 
in 1937. • ^ 

2 Loc. cit, 

^ Keynes in Economic Journal, June 1937, p. 249. 
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We have mentioned that investment and saving (also buying a^id 
selling) are two aspects of the same thing, but they are two aspects 
nonetheless. The second part of the italicised sentence is important. 

Keynes and the classical view: How do the laws of supply and demand 
become meaningful to economic theory? The laws of supply and demand 
are meaningful to economic theory because they makel'clear the process 
of supply formation and demand formation. It tells us how on the 
market, supply by innumerable producers and demand by innumerable 
consumers (and producers) are equated through the mechanism rof 
price. We think Keynes has been led to use this analogy ^^f the laws of 
supply and demand of commodities, not by accident. For he sees that 
in the real world innumerable savers are supplying savings to innumerable 
entrepreneurs for investment, the latter constituting the demand for 
“saving”. He has been accustomed to the traditional view in this con¬ 
text that this supply-and-demand situation of saving and investment 
is equalised through the mechanism of the rate of interest. He denies 
this view of the rate of interest, but he does not deny the essential situ¬ 
ation to the solution of which the rate of interest used to be invoked. 
Instead, he shows that it is the level of income which is the equilibrator. 
The traditional view of the situation was certainly at the back of his 
mind in looking upon saving and investment as supply and demand 
respectively and brought him very near to conceiving the one in finan¬ 
cial and the other in real terms (the older view of course conceived both 
saving and investment in monetary terms). But he quickly reasserts 
that it is the supply and demand of. the same thing, would be 

called saving being at times greater or smaller than investment, 
is in reality the cash, the revolving fund of finance (credit) and not 
saving. For true saving is equal to investment ex definitio}?e i. He comes 
very near to analysing the process of capital formation in terms of 
older notions, but in a masterly bid saves his definition of saving and 

J In the Keynesian exposition, ‘finance’ refers to a ’flow, a revolving fund’, while 
‘saving’ relates to a stock. See Keynes in Economic Journal June il937, pp. 247—48; 
also December 1937, pp. 664—66. 

A strict adherence to the Keynesian definition of saving should make each in¬ 
dividual’s saving also equal to a corresponding ^investment elsewhere, just as each 
sale is at the same time a purchase of exactly the same quantity — only, it is a pur¬ 
chase by a different person. « 
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yqt describes the process adequately. (In particular, see his article in 
Economic Journal, December 1937.) “The investment market can be¬ 
come congested through shortage of cash. It can never become congested 
through shortage of saving. This is the most fundamental of my con¬ 
clusions within this field” i. We must remember that Keynes viewed 
investment decision as the causal agent. 

The conception of saving-investment equality has provided a great 
instrument to national accounting. We shall have occasion Jo refer to 
it very soon. 

Che equality between S and 1 is in reality an equality in spatial di¬ 
mension; it mbstracts from the temporal dimension. That is to say, 
though S = I at any point of time, time does not enter into the 
picture. S -= I is a formalism — a very useful formalism no doubt — 
but it does not by itself describe the process of capital formation 2. 

It is the process, the temporal aspect of capital formation, that is sought 
to be described in terms of the Robertsonian period analysis and in 
terms of the Swedish ex-ante and ex-post concepts (S - I on the latter 
^iew being treated as an ex-post concept). The former brings the mone¬ 
tary factors directly into the picture, while Keynes brings it in only as 
a special case in his explanation of the rate of interest. He himself, 
however, finds it possible to translate his exposition into Robertsonian 
scheme There are difficulties with regard to the Swedish concept of 
ex-ante saving though ex-ante investment is all right (— in Professor 
Ohlin’s exposition of the concept). Professor Haberler also opines that 
Ohlin’s theory, particularly his idea of saving schedules, needs modi¬ 
fication It is jiot necessary to •go into the details of these theories. 
It is useful to end the discussion by pointing out that despite his obvious 
sympathies with Robertson’s treatment of the questfon of saving and 
investment, when he comes to the question of statistical application 
of the theoretical apparatus. Professor Haberler admits that although 
• 

1 EJ. December 1937, p. 669. 

2 This is not to say that the process cannot be consistently described while re¬ 
taining the equality. Keynes has done it very well in his two articles in the June 
issue and in the December issue of ihc^conomic Journal, already mentioned. 

3 General Theory, pp. 78—79. 

^ Keynes in Economic Journah June 1937, p. 248n^ 

5 Haberler, op, cit. pp. 190—91. For a pointed criticism see Prof. Hans Neisscr 
in Studies in Income and \fealth (NBER, New York 1938), Vol. 11, p. 172 ff. 
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Robertson’s “terminological apparatus is extremely useful or ev^n 
indispensable for a microscopic theoretical analysis, it does not lend 
itself to macroscopic statistical measurement...” K 

S and / in national accounts: For global statistical purposes, the de¬ 
finition of S and I as the unconsumed output — as an identity, has 
great attractions. No wonder that national accounting proceeds to 
treat the two terms precisely in this sense.* Keynesian definition enables 
national accounts to proceed to estimate the savings of the household 
sector residually. National account workers are, however, somewhat 
eclectic in approach, and treat‘saving’ in financial terms. T^ therh', capital 
formation is the formation of the nation’s net physical assets, while 
saving constitutes its finances For them the difference between the 
Robertsonian period analysis and the Keynesian formalism does not 
matter since they count monetary income (employee compensation) 
and end of the periods (annually) with overlappings. The roughness 
of their estimates is explicitly admitted. However, from a theoretical 
point of view also, savings could be viewed as the finances for investment 
without losing the Keynesian purity of the conception of saving provided 
that the unit period chosen is sufficiently long, at the end of which the 
excess or the shortage of the revolving fund will have adjusted itself 
(in a more complicated way in the case of excess than perhaps in the 
case of shortage) to the investment situation. Whether the overlapping 
annual periods used in official national accounts take care of this, we 
shall not undertake to investigate in our present work. 

National account researchers work with the output measures,* but 
they constantly seek to find an independent check from the monetary 
side. In this context, Marschak and Lederer’s pioneering efforts are 
commended The U.S. Department of Commerce’s attempt to get 


1 Haberler, “National Income, Savings, and Investment”, Studies in Income and 
Wealth (NBER, New York 1938), Vol. II, pp. 164-65. 

2 See Account 3 and Table \ in A System of National Accounts and Supporting 

Tables, (U.N. Studies in Methods No 2. New York, 1953). * 

3 Marschak and Lederer call their effor to measure the two ‘Realkapitalbildung’ 
and ‘Geldkapitalbildung’. See .lakob Marschak and Walter Lederer, Kapitalbildung 
(London 1936), cited by Gottfried Haberler, “National Income, Saving, and Invest¬ 
ment”, Studies in Income & Wealth, Vol. II, (NBER, New York 1938), p. 165. 
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a check from the Securities and Exchange Commission’s estimates of 
personal saving is now an established practice i. 

It is useful lo paraphrase in terms of national accounts a point that 
has been made obvious in our discussion above: It must be noted that 
a nation!s net capital formation including its net acquisition of foreign 
assets, if we consider the economy open, is always equal to its saving. 
But this equality naed not — in fact, it seldom does — hold for an indi¬ 
vidual economic unit, or groups of units composing a sector of the 
economy. A unit or a sector can exparfti its stock of physical assets in 
exc^ps of its own savings by drawing upon the savings of others, or it 
can address tjjan the full amount of its savings to its physical assets 
and transfer the remainder for capital formation in other sectors. For 
instance, the physical asset expansion of non-financial corporations as 
a whole usually exceeds the amount of its savings, i.e. its retained or 
undistributed profits. But somewhere else in the economy, saving must 
exceed to an equal extent its own sectoral capital formation. 

Now, the equality between saving and capital formation can be brought 
(flit in the scheme of an accounting table (adapted from Table V of /I 
System of National Accounts ^ and from another U.N. Study with slight 
modifications for greater logical consistency which is presented on the 
next page. The following comments relate to that accounting table. 

Since the actual depreciation cannot be easily measured, the provision 
for capital consumption (No. 1) when deducted from gross domestic 
capital formation (No. 3) would give net domestic fixed capital formation. 
The latter plus increase in stocks (item No. 4) gives the net domestic 
capital formation. , 

In a capital-lending country, the nation’s aggregate saving equals 

• 

^ See, National Income — 1954 Edition, a supplement to the of Current 

Business, U.S. Department of Commerce. 

2 U.N. Studies in Methods No. 2, A System of National Accounting and Sup¬ 
porting Tables (U.N. Department of Economic Affairs, Statistical Office, New York 
1953), p. 23. 

3 Studies in Methods... Series F. No. 3, Concepts and Definitions of Capital 
Formation, (New York, July 1953), p. 7. 

^ These are: (i) In respect of 2(b) and (c) where we use the term retained profits 
instead of undistributed profits. Table V of -4 System of National Accounts, etc. 
(op. cit.) simplifies by calling all th^ items just “saving”. 

(ii) In 3 «& 4 Gross domestic fixed capital formation aRd increase in stocks have 
been separately shown as in A/C 3 of ^4 System of National Accounts. 
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COMBINED CAPITAL AND SAVING ACCOUNT FOR AN ECONOMY 


1. Provision for the consumption of 
tixed capital. 

a. Private enterprises 

b. Public corporations 

c. Government enterprises 

d. General goverameni 

2. Saving 

a. Saving of general government 

I. Central government 

II. Stale government 

III. Local authorities 

IV. Social security funds 

b. Retained profits of public cor¬ 
porations 

c. Retained profits of private enter¬ 
prises 

d. Saving of household and private 
non-profit institutions 

Total saving plus provision for fixed 
capital consumption 

1 Saving inclusive of net international 
transfers received. 


3. Gross domestic fixed capital format¬ 
ion. 

a. Private & public enterprises 

I. Agriculture, forestry, fish¬ 
ing etc. 

II. Mining & manufacturing 
etc. 

b. General government 

1 

4. Increase in slocks of private & public 
enterprises 

I. Agriculture, forestry,‘^fish- 

inc, etc. *. » 

II. Mining & manufacturing, 
etc. 

5. Net lending to the rest of the 
world 2. 

Gross domestic capital formation plus 
net lending abroad 

2 i.e., net acquisitions of foreign assets 
including increases in exchange reserx'cs and 
other financial claims. 


its net domestic capital formation plus net acquisition of foreign assets. 
Similarly, in a capital-borrowing country, its savings equal its net 
domestic capital formation minus its deficit on international account. 
In the above accounting schema it can be adequately expressed by 
just changing the sign of item number 5 — ‘‘plus” when the nation 
acquires foreign assets (net of foreign liabilities), and ‘‘minus” when 
the nation incihs net capital liabilities to foreign countries (net of its 
foreign assets). 


5. THREE COMPONENTS OF SAVING 

Related to the three major sectors of a country’s economy, there are 
three major components of national saving. These are government 
saving, business saving, and household or personal saving. 

Government saving refers to the budget surplus of government. 
Business saving refers to the retained profits of business corporations 
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pl^s the savings of unincorporated enterprises. The meaning of house¬ 
hold savings is clear enough as a concept; in national accounting practice 
it includes also the savings of private non-profit institutions 

6. GOVERNMENT AND SEMI-GOVERNMENT ENTERPRISES 

In the above treatment business saving pertains to the enterprises of 
the private sector^and government saving only to the budgetary surplus 
of what is called the general governrrjent account. The latter includes 
the savings only of a part of the viable public entreprises sector. 

The nature of these public enterprises and the classification of their 
savings may Hb discussed briefly. For the sake of clarity, let us use the 
term “government enterprises" to mean the same thing as public enter¬ 
prises. 

Government enterprises as physical productive units, are no different 
from the units belonging to the (private) business sector. But, from the 
points of view of ownership and of the motive of operation, they are 
^uite distinct. 

The public sector may be broadly classified into three distinct types, 
namely, departmental enterprises, limited liability companies, and 
public corporations 

The operating surpluses (or deficits) of departmental enterprises are 
appropriated to the general budget of the government. Any saving that 
may be properly attributed to them is mixed up with “government saving”. 

Government enterprises that are organised as limited liability com¬ 
panies can be easily treated — from a statistical point of view — in the 
same way as oidinary joint-stock enterprises, and their saving is in¬ 
cluded in business saving, where the business saving of the entire country 
is derived in one way or another from statistics of joint-stock companies. 
The limited liflbility companies are of two types: public limited liability 
companies and private limited liability companies. Government enter- 
• 

A In national income accounts, savings of unincorporated enterprises are not 
shown separately but included in personal saving, the latter being arrived at residually, 
i.c., deducting corporate savings and govt, savings from total savings. Cf. the U.S. 
National Income — 1954. ^ 

2 For some details, see Parmanand Prasad, Some Economic Problems of Public 
Enterprises in India (H. E. Stenfejt Kroese, Leiden 1957), Chapter II. One misses 
in the whole book any coherent account of the finances and the disbursement of 
the operating surpluses. • 


2 
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prises registered as public limited liability companies are semi-public in 
the sense that their stocks are held by government as well as private 
individuals or companies ^ On the other hand, government enterprises 
that arc registered as private limited liability companies are fully public- 
owned in the sense that the capital is entirely held by the government. 

The public corporations are in some respects a class apart 2 . Their 
operating surpluses and savings, if any, are neither consolidated in the 
general government budget nor in the lii.iited liability company sector 
in the manner stated in the preceding paragraph. The U.N. System of 
National Accounts (Tables 111 and V), therefore, requires the income ^.nd 
saving of public corporations to be stated separately 1 

Conceptually, the treatment of different types of public enterprises 
is inconsistent. If it were possible to give separate figures of savings for 
each type of government enterprises the economic theoretician would 
at least have the option of treating them as business saving, or as savings 
of government enterpiises in a distinct category. But the difficulties of the 
mixed type of enterprises would still remain \ 

7 . RELATIVITY OF THE IMPORTANCE OF BUSINESS SAVING 

We described the importance of saving to the growth of an economy 
in § 1.2. We later delineated three components of saving. 

1 Usually governmcMil holds ihc majority of the slock, but management is some¬ 
times left in the hands of the previous private companies operating in the field, e.g., 
in India, “The Hindustan Shipyard Ltd". 

“ They are particularly so in the U.K. They arc publicly controlled in the sense 
that the Sovereign (in some cases the President), Parliament or a Minister appoints, 
directly or indirectly, the whole or the majority of the board of mafiagement. Secondly, 
they are corporate bodies free to manage their affairs without detailed control by 
Parliament or any other elected body; in particular, their financial independance 
includes the power to borrow and to maintain their own reserves [See National In¬ 
come Statistics - Sources and Methods (Central Statistical Office; issued by Her 
Majesty’s Stationery Office, London 1956), p. 1681. In India also they are organised 
similarly. In some instances their management is entrusted to the personnel of the 
private companies formerly operating in the field, e.g., the two Airlines corporations 
—^the Air-India International and the Indian Airlines Corporation. 

^ In India this is not yet shown separately in the national income statistics. 

^ On one view at least — not certainly the efficiency point of view — the whole 
of the operating surplus of government enterprises could be treated as the savings 
of those enterprises. „ 

5 However, they could be overcome by statistical makeshifts, if efforts are con¬ 
centrated in that direction. 
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We now come to business saving, which is going to be the main 
subject-matter,of our study. We should best begin by briefly but clearly 
stating the nature of the importance of business saving to growth. 

Unlike the importance of national saving, which is absolute in the 
sense that time and place make no difference to the importance of saving, 
given the relation to capital coefficient and population growth, the 
importance of busfness saving to growth is completely relative to time 
and place. So long as saving^is forthcoming in the requisite, quantity 
(and the requisite rate) it is immaterial to growth as to what sector it is 
coming from. The importance of business saving to growth depends 
upon <he%stit«tional set-up of a given country at a given time. We shall 
see in Chapter 4 that the relative contribution of business saving to total 
saving is very different in different countries. It is again different in the 
same country at different periods. However, we shall there see also that 
in India the position of business saving is highly important, its relative 
contribution being much higher than that in several important high- 
income countries. Thus in India at present, business saving inter alia 
IS extremely important to the question of growth. 

8. SIGNIFICANCE AND IMPERATIVENESS OF STUDY 

The relativity of the importance of business saving to growth which we 
mentioned above, however, does not detract from its significance to 
the functioning of an economy nor, therefore, from the importance of 
its study. 

The strategic role of business saving — more particularly, of corporate 
saving — in the business cycle, its connection with long-run trends in 
investment and employment, changes in economic flinctions of the 
securities market, and related economic problems have been recognised 
by economists for some time. In the high-income countries this recogni¬ 
tion has led to quantitative studies of corporate savings and fairly good 
estimates are now made available in their national income accounts. 
But an estimate of savings of unincorporated enterprises has been made 
for one country o’nly, viz., the U.S.A., by a private agency i. 

The significance of the saving of the whole business sector and its 
direct functional relation with economic growth of the low-income 


1 In Goldsmith, op. cit. • 
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countries have not been sufficiently recognized. While the significpnce 
of corporate savings to the functioning of the economic system as 
mentioned in the previous paragraph remains important, it is the direct 
significance of the savings of the whole business sector to growth which 
is of greater importance to the low-income countries that arc growth- 
minded in the practical sense of the term Mt is this aspect that has directly 
inspired the present work, though it is certain that onc6 factual knowledge 
has been gathered, the other aspects wilt^also be studied and analysed. 

The absolute need of studying business saving - in its major components 
will become evident as we proceed with our work. 

The utter dearth of reliable work in the field and the critical importance 
of the marginal saving propensity of the business sector to the growth 
of the Indian economy which we demonstrate in Chapter 7 both under¬ 
line the urgency and the imperativeness of the study of business saving. 

9. COMPONENTS OF BUSINESS SAVING: MAJOR SUB-DlVISIONS 

Components of business saving relate to the corresponding sub-divi¬ 
sions of the business sector. For statistical purposes (with some economic 
justification also), the business sector is usually divided into two main 
sub-sectors : 

(a) Incorporated business, or, following American practice, simply 
“corporations” (the same would be called in England “limited liability 
joint-stock companies”); and 

(b) unincorporated business. 

For countries like India and other low-income countries where fo¬ 
reigners’ business constitutes a substantial part of the modern business 
sector, it is desirable to add also (c), the foreign enterprises. The item 
is not included in A System of National Accounts, We argue out our 
justification of its inclusion in the next chapter, § 2.3.^ (pp. 41—42). 

Accordingly, the major components of business saving are savings 
of corporations, and savings of unincorporated enterprises. In certain 
cases, that part of the savings of foreign enterprises which is not withdrawn 

* For, economic science today is growth-oriented everywhere. 

2 We refer mainly to the estimational aspect of saving, but the relation between 
business saving and profit is also implied. 

3 The industrial classification proceeds in terms of manufacturing and non¬ 
manufacturing (trading, communications, etc.) industries. 
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to the metropolitan country but is retained within the country of operati¬ 
on, can also be called a component of the total business saving of the 
latter country. 

Of these, corporate saving is relatively easier to study because of 
the greater availability of data. But even its estimate in India is utterly 
unreliable so far, and hardly any effort has been made to study the re¬ 
lation between corporate savings and corporate profits L Savings of 
unincorporated enterprises afe difficult to estimate (and to study) 
anywhere. In India, hardly any beginning has been made, although they 
occ^^py a major place in the total savings of the country as we shall 
see in/^lftipterj3 and 4. The role of the savings of foreign enterprises has 
been little studied anywhere, though in India the basis for some kind of 
estimates has been recently provided by the Reserve Bank of India. 

The problems and sources of estimates for each of these components 
are indicated in the next chapter. 

It is clear that the above treatment implies the equating of business 
with activities of the private business sector alone. It is admitted that with 
% broader interpretation, the public enterprise sector could also be sub¬ 
sumed under the business sector, and then savings of public enterprises 
would constitute a distinct component of business saving. In practice, 
however, our estimates have included the savings of those public enterprises 
that are registered as joint-stock companies and have left out those 
that are not (the departmental enterprises and, possibly, the public 
corporations). 

10. IDENTIFICATION IN THE SYSTEM OF NATIONAL ACCOUNTS 

As stated above, savings of foreign enterprises arc not included 
in A System of National Accounts, In Table V of that publication, savings 
of public corporations and of private corporations are shown separately 
so that one can pick out the savings of private corporations for the 
purpose of ascertaining business saving according to the definitional 
framework one adopts. 

Savings of unincorporated enterprises arc not shown separately but 

^ Well-known examples of such studies in the U.K. are those by Colin Clark 
{National Income and Outlay, Macmillan, London 1937, p. 255), and by Radicc 
(op. cit.); but the most elaborate work has been done fbr the U.S.A. by Sergei P. 
Dobrovolsky, reference to v^jiich will be made repeatedly in our book. 
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included under “saving of households and private non-profit institu¬ 
tions” (or, “personal saving” as many official national income state¬ 
ments call it). This is the treatment given in the official national income 
statements of all countries. The reason is simply the tremendous difficulty 
of estimation. We suspect that the attaching of a secondary importance 
to the savings of unincorporated enterprises also lies at the root of the 
lack of a vigorous attack on the problem. 

On the income side, however, clear statements are shown separately 
for corporations (both private and public) and for unincorporated 
enterprises (vide Table III, ibidy p. 22). The treatment of these b'pes 
of organisation is discussed in detail in the next chapter*. 

11. INDISPENSABILITY OF NATIONAL ACCOUNTING TOOL 

In the opening section of this chapter, we said that the recent interest 
in the study of saving arose out of a twofold impact. There we noted only 
in passing that simultaneous developments in the field of national income 
research both facilitated and gave further impetus to the study of saving. 
Our later treatment of the subject (e.g., the relation of saving to capital 
formation, classification of components, etc.) shows how the national 
accounting method has become indispensable to a dependable estimate 
of national saving. 

A correct estimate of national and sectoral savings (and incomes) 
is only a means to a wider end. To place the savings of the various 
sectors of the economy in the perspective of the total saving and the 
growth of the economy, as we want to do in the final analysis, would 
be impossible without the tool of national accounting. Today it is an 
indispensable tool in the hands of the economic analyst and the economic 
engineer alike. 



CHAPTER TWO 


A BRIEF SURVEY OF THE STATE OF NATIONAL INCOME 
RESEARCH AND INDIAN ATTEMPTS TO STUDY SAVING 

WITH SOME GENERAL CONSIDERATIONS AND SOURCES RELATING TO 
THREE SUB-SECTORS OF THE BUSINESS SECTOR 

At the end of Chapter 1 we^entioned the indispensability of national 
accounting tools for the study of saving. Section 1 of the present chapter 
befins with a very brief historical resume of the development of this 
branch ftf ecc^iomics, and then proceeds to give a survey of the major 
sources of information about saving in India. In section 2 some general 
questions of definition, particularly the question of including foreign 
enterprises, and the general sources for each of the sub-sectors are 
discussed. 


1. NATIONAL INCOME RESEARCH IN INDIA 
1.1 General evolution 

The investigation of national income took a double step forward 
in several European countries and the American continent in the late 
thirties. Because of the need to adopt anti-depression — and later, 
more general anti-cyclical — measures, official agencies began to be 
set up to collect and disseminate systematically more and better in¬ 
formation and continue research in the field of national income. 
Simultaneously, the emphasis shifted from mere attempts to give accurate 
estimates of national income to attempts that sougTit to dissect the 
body economic into its various component parts and flows, such as 
consumer expenditure, disposable income, saving, capital formation, 
government revenue and expenditure, balance of payments, etc. 

Thus, effort was now concentrated on examining national income 
in relation to the flows and counter-flows going on within — between 
the domestic components of national income; and without — in re¬ 
lation to the outside world. It has already been mentioned ^ that eco- 


1 Supra, § 1.1. 
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nomic theory itself responded to the needs of the situation in the emer¬ 
gence of Keynes’ General Theory which gave a new slant and a big 
fillip to both empirical and theoretical study of the consumption func¬ 
tion, saving and investment functions, the rate of interest and the role 
of money; and, their relation to employment. 

Subsequent developments during and after the War, culminating in 
the evolution of a set of standardised tables and standard concepts, 
the continuous and systematic work of the United Nations Statistical 
Office, are highly significant for the developmental policies of practi¬ 
cally every nation today. It has meant that under the spur of the nfved 
of economic development, nations hitherto neglecting national income 
research, are trying to make up for lost time 


7.2 The state of research in India 

In India, private efforts began as early as 1876 2. But they remained 
mostly sporadic. Little effort was made to systematise and evolve common 
concepts and a unified framework. There was hardly any systematic 
effort to improve the statistical material. 

However, quite a new departure was made by Dr. V. K. R. V. Rao 
during 1934 to 1937 in what can be called the first systematic and scientific 
study of the national income of India \ But unlike Western countries, 
India did not follow up with the double step we have referred to above. 

The result is that when serious official effort was directed to this field 
in 1949 •*, we had not had sufficient experience in collecting some of the 
most basic statistical information and in working out^a common con- 


J Aids of international agencies and national research institutes, etc. are, no 
doubt, of great help in relatively speedily making up for the default. 

2 By “the grand old man“ of India, Dadabhoy Naoroji. For a summary of all 
the estimates of national income and wealth of India, see G. S. Gouri, “National 
Income Estimates in India 1931—49”, The Indian Economic Journal, July 1954, p. 64. 
Altogether fifteen private estimates, mostly for one-year periods, are enumerated. 

3 (1) An Essay on India's National Income, 1925—29 (George Allen & Unwin, 
London 1939); and especially (2) The National Income of British India, 1931—1932 
(Macmillan, London 1940). 

4 No doubt the Government of India (Ministry of Commerce and Industry) had 
made an estimate in 1947 for the year 1946—47, but it was just a piece-meal attempt. 
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ceptual framework. The great size of the country, the vastness of the 
population and the pre-industrial nature of the economy would in any 
case make thfe collection of such data difficult and involve a certain 
minimum number of years to assess and analyse the material. Thus, 
although the National Sample Survey and a number of other specific 
surveys have been undertaken and completed recently, it is hard to 
make up for lost tjme. 

The National Income Committee which was set up by the Govern¬ 
ment of India in 1949, gave in their First Report (1951) a frahie of ac- 
co|^nting tables, which indicated certain gaps, evidently with the hope 
that ^ey wouW be filled in later. These gaps related to provision for 
depreciation, consumers’ current expenditure, private capital formation, 
and, private saving. But in their Final Report (1954) they removed those 
tables, presumably because it appeared to them that these gaps in basic 
information could not be filled in with any confidence, and it was better 
to leave them out until more research and open discussion had taken 
place. 

m A very promising outcome of the effort is that official organisations 
have been created and some amount of coordination with other research 
organisations achieved ^ to do continuous work on national income 
and related fields of research. Some of their enterprising members have 
been working on giving some tentative estimates of consumers’ expendi¬ 
ture, capital formation, saving, etc. As a result of these efforts, some 
estimates in which we are directly interested, have been officially released 
also. Reference to these will be made as we proceed. 


2. MAJOR INDIAN ATTEMPTS TO STUDY SAVING 2 

/. The PlaUhning Commission. One of the primary requirements of 
planning economic development is an accurate assessment of the mag¬ 
nitude as well as the rate of saving and investment. No wonder therefore 


1 Much greater coordination is to be desired, however. 

2 The work of Dr. D. K. Rangnekar wijich has been just issued under the auspices 
of the Royal Institute of International Affairs, London, came in too late to be in¬ 
cluded in this survey. However, softie of his findings haije been included and com¬ 
mented upon in the next cl^pter. 
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that it was the Planning Commission that in their very First Five Year 
Plan made the first really serious attempt to assess the saving and invest¬ 
ment in the country. Previous to that, there had been several partial 
and unsystematic estimates ^ and a few intelligent but casual guesses 
by certain U.N. and other international missions and agencies 2. We 
can for all practical purposes ignore them in our discussion. 

The Planning Commission estimated the capital .formation for the 
year 1950—51. But this estimate has sitce been improved. Our chief 
interest in the Commission’s estimate is the method employed, rather 
than the accuracy of the estimate itself. 

The Commission identified the major types of investment (capital 
formation), broke them down to convenient sub-classes, and then pro¬ 
ceeded to estimate them one by one. Finally, after having thus estimated 
the total investment (capital formation) in the country, they tried to 
identify the monetary savings that supply the funds for this investment. 

In their very attempt to estimate the various breakdowns of capital 
formation, the Commission laid bare the weaknesses and gaps in the 
statistical information. All subsequent estimators have primarily attempt 
ed to remove these weaknesses and to fill the gaps. Their estimates are 
presented in Table 1 on page 33. 

^ Unsystematic, because almost all previous estimates had proceeded to assess 
the money-flow of savings and neglected the methodology of estimating the capital 
formation, i.e., measuring the accumulated “real” physical capital — the only effective 
method for estimating the investments in a country where by far the largest part 
of the economic activity lies outside the monetary system. 

By a peculiar habit of mimetic action, our economists had been following the 
method which became fashionable after Dr. Coates’ evidence before the Colwyn 
Committee (Committee on National Debt and Taxation — United Kingdom, 1927). 
To be fair, howevc.-, it must be stated that individual economists could not have 
done much better, for an estimate from the “real” side required the huge resources 
of a national government. 

For a summary of the various attempts to estimate the monetary savings, see 
Wadia and Merchant, Our Economic Problem (Fourth Edition, Bombay, September 
1954) pp. 613—14. 

N.B. That our own estimates of business saving will proceed in terms of financial 
operations is quite a different matter. It is the estimate of a sectoral saving as distinct 
from national saving. Moreover, our estimates deal with that sector, besides govern¬ 
ment sector, in which monetary transactions are the most widespread. 

2 E.g., Mobilization of Domestic Capital in Certain Countries of Asia and the Far 
East. ECAFE, Bankok, 1SJ51; ILO, Social Background of Economic Policy^ (New 
Delhi 1951), etc. 
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y/. Mukherjee and Ghosh. Messrs. M. Mukherjee and A. K. Ghosh, 
then members of the National Income Unit of the Ministry of Finance, 
Government of India, made a somewhat more thorough job of esti¬ 
mating the capital formation in the Indian Union for the year 1949—50 
in a paper i submitted to the Calcutta session (1951) of the International 
Statistical Conference. 

In this paper ttfty also gave for the first time an estimate of what they 
called the investible profits df unincorporated enterprises in India for 
1949—50. As we shall devote more spafte to this item in our next chapter, 
w% shall give here only their estimate of capital formation and show how 
they4ri8d to compare it with what they called the “visible” forms of 
saving, meaning thereby the identifiable monetary saving. 

Their table of sectoral break-down of capital formation is reproduced 
below: 

SECTORAL BREAK-nOWN OF CAPITAL FORMATION AT HOME: INDIA 1949—50 


Sector 


Rs. Crorcs 

New Outlay Maintenance > Total (Gross) 


Government 


1. Construction 

46 

11 

57 

2. Administrative deptts. (incl. Multi¬ 
purpose river schemes) 

59 

22 

81 

3. Railways 

31 

29 

60 

4. Other govt, enterprises 

60 

3 

63 

5. Inventory chanige in state trading 
schemes 

—22 

» 

—22 

6. Total Gove^ment 

174 

65 

239 


Table continued on next page. 


^ Maintenance corresponds to depreciation, perhaps post hoc. 

• 

* M. Mukherjee and A. K. Ghosh, “The Pattern of Income and Expenditure 
in the Indian Union: A Tentative Study”, Bulletin of the International Statistical 
Institute, Vol XXXIII: Part 111, pp. 49—68. The first half of the paper (pp. 49—58) 
is devoted to the subject matter of the tide. The second half (pp. 58—68) is devoted 
to an estimate of the capital formation in the Indian Union, 1949—50. The estimates 
of savings of corporations and unincorporated enterprises are in two footnotes on 
pp. 67, 68 respectively. • 
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Rs. Crores 

- .... . 

New Outlay Maintenance Total (Gross) 


Private 

7. Construction: Urban 

8. Construction: Rural 

9. Agriculture, animal husbundry, fores¬ 
try, fishery and cottage industry 

10. Mining, factory establishments, small- 
scale industry; trade and transpoft 

11. Inventory changes 

107 

164 

38 

K 

53 

n.a. 

34 

73 

217 

120 

141 

237 

255 

173 

n.a. 

12. Total: Private 

362 

444 1 

5C6 

13. Capital formation at home 

536 

509 

1,045 

Capital formation as a ratio of national 
income i (Rs 9,010 crores) 

6 per cent 

5.5 per cent 

11.5 per cent 


1 Revised estimate taken from Estimates of National Income 1948—49 to 1955 -56 issued 
by the Central Statistical Organisation. Government of India (New Delhi, April 1957). 


In addition, Mukherjee and Ghosh give an estimate of the identifiable 
monetary savings (they call it “savings available for capital formation”) 
which is also reproduced below: 

SAVINGS AVAILABLE FOR CAPITAL FORMATION: INDIA 1949—50 
(Read, Identifiable monetary savings available . , . etc. — H.M.) 


(Rs crores) 


1. Surplus on current account of govt, administration 99 

2. Operating surplus of govt, enterprises (Railways, Post & TelOe^raph, 

etc.) ^ 27 

3. Small savings (Postal, Cash and National Savings Certificates, Post 

Office Savings Bank Accounts, etc. 30 

4. Provident Fund contributions of Central and State Govt, employees 15 

5. Life insurance premiums 41 

6. New share-capital and increase in deposits of Co-operative Societies, 

etc. 18 

7. New issue of equity subscribed by the public 14 

8. (a) Undistributed profits of corporate industry 70 

(b) Estimated investible profits of unincorporated enterprises * 60 

9. Borrowing from abroad " 23 

10. Total ^ ■' 397 


1 For details of the method of estimation see infra § 3.3.1 ff. 
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yhe total monetary saving that they identify is thus Rs 397 crores 
(they actually; show Rs 382 — allowing for either an error of aggre¬ 
gation or some error of estimation in the items). They then proceed to 
deduct from the figure of total capital formation the items that involved 
no monetary transactions. For some reason, they take the total net 
capital formation of Rs 536 crores plus Rs 39 crores (the depreciation 
allowance of “Factory Establishment and IVTining”) as the appropriate 
figure from which to deduct the non-monetised investment. Th^ir method 
of calculation is worked out below : 


(Rs. crores) 


Total capital formation 536 

Plus Depreciation allowance of “Factory and Mining” 39 

Minus Non-monetised investment: (a) Rural Construction —164 

(b) Agriculture, animal husbandry, forestry, fishery, and — 38 
cottage industry 

^Equal the amount requiring a draft on monetary saving 373 


They consider this figure (which is shown by them as 374 crores) 
“near enough” to the figures of identifiable monetary savings “(subject 
to cancelling errors like inventory increases on the one side and increase 
in savings” such as bank deposits on the other) “to warrant confidence 
in our (their) estimate of capital formation” 

A Comment 

• 

While commending the general approach of usin^ a check of this 
sort, we must guard against the temptation to all too easily producing 
a statistical nefttness. For instance, it is not clear why Messrs. Mukherjee 
and Ghosh add to the figure of total net capital formation the figure of 
depieciation of factory establishments and mines. One is free to choose 
either gross capital formation on all items or net capital formation. 
Then the corresponding monetary item is the draft on monetary trans¬ 
actions in the former case or on monetary saving in the latter case. 
Any midway course is not permissible. 


1 M-G, Loc. cit., p. 68.’ 
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As will be shown in our next chapter, these estimates of saving and 
capital formation are subject to very large errors. We therefore abstain 
from giving an improved estimate of identifiable monetary savings at 
this stage of our discussion. A full scrutiny of various estimates of 
savings of corporations and of unincorporated enterprises will be made 
in sections 1 and 3 of the next chapter. Weaknesses of the existing esti¬ 
mates of capital formation will be discussed at the‘ end of § 2.3 (iv) 
and an upward revision will be made in § 3.5. 

u 

IIL Taxation Enquiry Commission 1953 — 54. The Taxation Enquiry 
Commission headed by Dr. John Matthai and served by one cVf the 
ablest bodies of Members available in the country, made estimates of 
investment for the years 1950—51 and 1953—54. They also provided 
an estimate of the savings for the year 1953—54. 

Even more important for our purpose is the fact that in response 
to the relevant terms of reference the Commission made the most 
detailed and penetrating analysis of the post-war financial position 
of the private business sector (mainly corporations) chiefly on the 
basis of (1) the results of analysis of balance sheets and profit and loss 
accounts of public limited joint stock companies, (2) the data furnished 
directly by quite a large number of public limited companies in response 
to a questionnaire issued by the Commission, and (3) the data obtained 
from the Income-tax Department with respect to private limited com¬ 
panies. 

In the present and subsequent chapters, we shall have occasion to 
draw upon these data published by the Commission,^ 

As we shall compare the Commission’s figures of capital formation 
with the figures of three other studies in the next section, we shall 
reproduce here only the Commission’s estimate of savings for 1953—54. 
The Commission’s figure of capital formation plus “net investment 
abroad” for that year is Rs 730 crores. The Commission indicated .that 
they excluded investment in small enterprises and in trading. 

' “(2) To examine—etc.... with reference to (a) the development programme 
of the country and the resources required, for it,... “(3) To examine the effects of 
the structure and level of taxation of income on capital formation and maintenance 
and development of produftive enterprise”; 

Report of the Taxation Enquiry Commission 1953 — 54^ (Manager of Publications, 
Government of India, Delhi 1955) Vol. I., p. 2. 
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iRventory accumulation was also left out. To quote the words of the 
Commission, ‘Uotal net investment, when these are also covered would 
be somewhat higher” t. 

The Commission’s investment figure is matched by savings as follows; 


a ESTIMATES OE SAVINGS IN 1953—54 
-rr—— . . 

I. Savings of the public sector * 

4a) From current revenues (Central and State) 

*(b)^ Centre: Net loan receipts 
Treasury%ills 
Small savings 

Other unfunded debt, deposits, etc. 

*(c) Net Joan receipts 

Unfunded debt and deposits 


(Crores of Rupees) 
55 (97) « 

10 

20 

40 

28 

36 

19 


Sub-total 


208 


Represent private savings chanelled into the public sector. 

1 Revised figure from the oflicial Estimates of National Income I94li—49 to J955—56 
^Delhi 1957). 


Other savings of the private sector 

(Crores of Rupees) 

(a) 

New suberiptions to capital of companies 

15 

(b) 

Savings of corporate enterprises 

60 (25—27) I 

(c) 

Deposits of scheduled banks 

9 

(d) 

Insurance companies (1952 figure) 

14 

(e) 

Estimated increase in share capifiil and deposits of 



Cooperatives^ 

11 

(f) 

Savings in rural sector invested in housing and other 

• 


rural investment 

)60(2) 

(g) 

Other private savings 

253 (■’) 


Sub-total 

522 

• 

Grand-total 

730 


(Reproduced from op. cit. vol. I, p. 138). 


* Our estimate infra p. 52 (Table 2). 

2 This is the estimated figure of capital formation in rural areas. 

3 This figure is derived residually. • 


1 Op. cit., Vol. I, p. 139.' 
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It can be seen that the items reading down from 1 to 11(e) are identihed 
monetary savings. 11(f) is the non-monetised rural investment and 11(g) 
is the residue. It is quite correct to leave the residual item where it stands. 
Corrections in other items disturb nothing but this residue which covers 
several unidentified items. 

IV, Deshmukh"s White Paper 1955. In^ April 1955, a “working paper” 
on capital formation in the Indian Union was jointly prepared by the 
Central Statistical Organisation and the National Income Unit (of 
which Mr. Mukherjee was still the leader) in collaboration with the Eco¬ 
nomic Wing of the Ministry of F'inance, Government of*India. Drawing 
upon the experience of all the earlier work, this paper presented a series 
of annual estimates of capital formation and saving in India for the years 
1948—49 to 1953—54. The paper was placed before the Parliament in 
the summer of 1955 ^ by the then Finance Minister, Mr. C. D. Deshmukh. 

This paper includes estimates of investments of small enterprises but, 
like the Taxation Enquiry Commission Report, excludes inventory 
investment. 

We show below their estimates for the major types of investment and 
saving: 


Net fixed capital formation Net domestic capital 

■ Net lending formation plus net 

Private Govt. Total Net domestic ihe rest lending abroad - 

sector sector (amount capital of the world saving 

(amount (amount Rs. formation as (amou’^t . 

Rs. Rs. crores) % of national crores) amount Saving as 

crores) crores) income (Rs. % of nal. 

crores) income 


1948-^9 

292 

154 

446 

5.2 

—239 

201 

2.4 

1949—50 

332 

192 

524 

5.8 

— 50 

474 

5.2 

1950—51 

390 

199 

589 

6.2 

56 

645 

6.7 

1951—52 

461 

211 

672 

6.7 

—174 

498 

5.0 

1952—53 

441 

218 

659 

6.7 

74 

733 

7.4 

1953—54 

443 

277 

719 

6.8 

66 

785 

7.4 


1 Subsequently published in the Journal of Industry and Trade (Ministry of Com¬ 
merce and Industry, Government of India), New Delhi, September 1955. 
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A Summary of the estimates of national capital formation 

This is a ccftivenient place to bring together the results of the four 
different national estimates of capital formation and examin them care¬ 
fully. Our next sub-section will be concerned with only one sector 
which was studied by the Reserve Bank of India. However, it is the sector 
with which we are^irectly concerned. 

• 

A summary of the different estimates is presented in Table* ** 1 below. 

TaWe 1. COMPARATIVE ESTIMATES OF NET DOMESTIC CAPITAL FORMATION 
• • • IN INDIA, SELECTED YEARS. 



{Rupees in 

crores.) 







1949—50 

1949-50 

1950-51 


1953 

-54 


M-G 

D.W.P. 

F.F.Y.P. T.E.C. D.W.P. 

r.E.C. D.W.P 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

Private Investment 








1. Organised enterprises ♦ 

53 

80 

80a 

55 

57 

55 

61 

2. Urban construction of buildings 

107 

57 

100 

90b 

97 

120 

123 

3. Rural Investment 

202 

170 

20 

140 

187 

160 

229 

4. Transport other than Railways 

** 

25 

25 

25 

49c 

20 

29c 

5. Total: Private Investment 

362 

332 

225 

310 

390 

355 

442 

6. Public Investment 

7. Total net fixed domestic invest¬ 

174 

192 

185 

185 

199 

305 

277 

ment 

536 

524 

410 

495 

589 

660 

719 


* Under this heading the TEC puls all ihe joint stock companies. FFYP puts 
both large and stnal^scale industries, DWP puts “mining and manufacturing enter¬ 
prise”. M-G put “mining, factory establishments, smallscale industry aiui trade and 
transport”. The groupings, therefore, arc not strictly comparable. 

** Not showi^ under this head but mostly included in no. 3. 

(a) Large and Small scale industries. 

(b) Urban housing. 

(c) includes investment in rural transport. 

Abbreviations: 

M-G stands for Mukherjee and Ghosh. 

DWP stands for Deshmukh’s White Paper. 

FFYP stands for First Five-Year Plan. 

TEC stands for Taxation Enquiry Commission 1953—54. 
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Year-wise, the following sets of comparison can be read off the Table: 

1. 1949—50 (i) Mukherjee and Ghosh, (ii) DWP 

2. 1950—51 (i) FFYP, (ii) TEC, (iii) DWP 

3. 1953—54 (i) TEC, (ii) DWP 

1. Reading columns (1) and (2) we find that the figures of total 
given by Mukherjee and Ghosh, and by DWP ar^ quite similar. But 
how very different are the estimates of tlie breakdowns! The discrepancy 
between the estimates of Urban construction of buildings, and of 
Organised Enterprises is the most striking. The difference in the various 
figures for Public Investment is probably not due to estimational diffe¬ 
rence; but can more likely be accounted for by the revisions that were 
later made by the government figures. 

2. Comparing columns (3), (4) and (5), we find large differences in 
the totals; the FFYP estimate is the lowest of all the estimates. It is 
significant, however, that the largest part of the discrepancy between 
the FFYP and the DWP estimates is explained by the difference in the 
estimates of Rural Investment. The difference between the total TEC 
and DWP estimates is accounted for by larger or smaller differences 
in almost all the breakdowns. It is worth noting that although a rather 
large difference of Rs 47 crores is seen under Rural Investment, a large 
part of it is counterbalanced by the inclusion of rural transport under 
breakdown number 4 by DWP and exclusion by TEC. It is not likely 
that the same is included by TEC under breakdown number 2. 

3. A comparison of columns (6) and (7) again shows a rather large 
difference in the estimate of Rural Investment. 

r 

Hazardous nature of the estimates of Rural Investment 

It is clear from the foregoing that the estimates of Rural Investment 
are extremely divergent. We will now try to discover why this is so. 

Since the published Report of the TEC does not give breakdowns of 
Rural Investment, we shall consider oply the other three estimates. 
It is convenient to compare them by the possible sources of error. 
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TJJie divergencies in the estimates of Rural Investment stem from two 
sources: ^ 

(i) exclusion or inclusion of certain items; and 

(ii) estimating error itself. 

We can show that the difference between the estimates of FFYP and 
DWP 1950—51 arfees out of the first type of error, and the difference 
between the estimates of Mulcherjee-Ghosh and DWP, 1949—50, out 
of the second type of error. Curiousfy enough, at the end of their 
paper the authors of the DWP draw attention to the similarity of their 
total figifte foftl949—50 to that of Mukherjee and Ghosh! It would 
have been more appropriate perhaps, to draw attention to the com¬ 
pensating nature of the errors! 

The following breakdowns are given by DWP; 

Net investment 
(Amounts in Rs crores) 



1949-^50 

1950-51 

1. Construction 

56 

64 

2. Improvement of land and construction of irrigation works 

66 

72 

3. Agricultural and other implements and small-enterprises 

48 

51 

Equal Rural Investment 

170 

187 


(i) Only the third item is comparable to the FFYP item standing 
for the whole rural investment, which is titled “Agriculture and cottage 
and small scale industries in rural area” and amounts to Rs 20 crores. 
The other two items are not included by FFYP at all* 

The difference of 31 crores can be explained almost entirely by the 
exclusion of “Snail scale industries” by the FFYP from the item of 
“Rural Investment” and its inclusion in the first item of “Organised 
enterprises (see Table 1). It may be noted that the DWP includes “small 
scale industries” in “Rural investment” and excludes it from “Organised 
enterprises”. The diflerence in the estimates as such appears to be small. 

(ii) Mukherjee and Ghosh give the following breakdowns which may 
be compared with the correspdnding DWP-estin»ates to note the type 
of difference that arises aut of estimating error: 
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Net outlay, 1949—50 
(.Rs. crores) 



M-G 

DWP» 

Construction 

164 

(56) 

Improvement of land etc. 

Agriculture, animal husbandry, forestry, fishery and 

not given 

(66) 

cottage industry 

38 

(48) 

Equal Rural Investment 

202 

(170) 


1 Items for DWP are only roughly comparable. Figures are therefore indicated within 
brackets. 


It can be easily seen that there are genuine differences in the estimates, 
construction exceeding the DWP estimate by 108 cror6^5. Let us leave 
out item 2, which is not given by Mukherjee & Ghosh. Item 3 is com¬ 
parable, and if anything, includes more items, e.g., animal husbandry 
and fishery. Even then M-G estimate falls short by 10 crores. 

It is no comfort to point out that this gap between two estimates 
using the same data from the National Sample Survey is nothing com¬ 
pared to the howling gap between these estimates on the one hand and 
on the other hand the estimate of rural investments made by the All- 
India Rural Credit Survey of the Reserve Bank of India. 

Systematising the muddled account of the estimate of capital for¬ 
mation given by the AIRCS the picture for the reference period 
corresponding roughly to 1950—51 is as follows: 

CAPITAL FORMATION IN THE RURAL AREAS FOR ALL-INDlA. (Rs. CrorCS) 




Gross, 

Repair and 
maintenance 

Net 

1 . 

Capital expendiiure in agriculture excluding purchase 





of land and livestock 

300 

50 

250 

2. 

Expenditure on residential houses and other buildings 

250 

80 

170 

3. 

Capital exp. in non-farm business 

100 

(50)* 

(50)* 


Total 

650 

180 

(470) 


• The Survey Report fails to give any net figure for this item. We have made this rather 
liberal allowance for depreciation. 


1 All-India Rural Credit Survey, Report of the Committee of Direction, Volume /, 
The Survey Report, (Bombay 1957), § 12.11. Also in the Summary published earlier 
(Bombay 1955), § 12.11. 
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'^us we see that for the same year, while TEC and DWP estimate 
the extent of net rural investment at Rs 140 and 187 crores respectively, 
the AIRCS places it at Rs 470 crores. In this respect, the AIRC Survey 
could have been a much more useful check on the National Sample 
Survey had they used a uniform approach with respect to definitions, 
and more particularly, with respect to the items included in each category. 
It is suspected thrft the latter, as well as valuational procedures, must 
have differed greatly. It is further remarkable how close the M-G 
estimate and the RBI estimate of rural construction are. The difference 
of%ne year in the reference period is perhaps not too serious. And yet 
there «ee!bis Ic# have been inadequate attention to this fact when the 
authors of DWP estimated the item at only one-third of the figure. 

Let us now pass on to a description of our fifth important source. 

V. Reserve Bank of India study of company finances. Under the 
able guidance of Dr. N. S. R. Sastry, the Department of Research 
and Statistics of the Reserve Bank of India has been making a very 
thorough analysis of the post-war finances of Indian joint stock com¬ 
panies from the balance sheets of some 750 units excluding financial 
companies. True, in its published reports it has made no attempt to 
generalise its findings for the whole economy, nor even for the whole 
company sector. But the results of the analysis are of great help in 
estimating company profits, company saving, etc., for the whole com¬ 
pany sector. Together with the TEC analysis of company finances, the 
RBI study has been largely drawn upon in our chapters on the estimates 
of corporate saving, and the profitability of business. 

The study is continuing on an annual basis using the same sample, 
the number of units in the sample varying only slightly from year to 
year. Five instalments have already been published, beginning with 
August 1954 1. The samples cover only public limited companies re¬ 
gistered in India and having a paid-up capital of not less than Rs 500,000 
each. The study excludes financial companies, all private limited com- 

1 These studies relate to annual periods from 1950 on. The following instalments 
have been published, with the number of identical companies noted against them: 
August 1954 . . . 757 companies • January 1957 ... 751 companies 
July 1955 . . . 746 companies September 1957 . . . 750 companies 

April 1956 ... 771 comi^anies 
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panics and branches of foreign companies i. The total paid-up capital 
of about 750 companies included in the study represents a^out 66 percent 
of the total paid-up capital of public limited companies in the sectors 
covered. In most of the principal industries the sample coverage by 
paid-up capital exceeds 70 percent-. If we take the entire corporate sector 
which includes both public limited companies and private limited com¬ 
panies, excluding financial companies, the sample covers some 53 
percent of the total business ^ (measured by total capital employed) 
of the corporate sector excluding financial companies. 

This shows that although a relatively small number of compafaies 
have been covered (750 out of some 29,000 companies)* the proportion 
of business covered in the sample is very high. It is also clear that the 
sample covers only large — indeed some of the largest — companies. 

Quite a large number of industrial breakdowns are provided. 

The full significance of these details will unfold itself in the chapters 
giving the estimates of saving and discussing the profitability of business. 

3. GENERAL CONSIDERATIONS AND STATISTICAL SOURCES 
rOR THE SUB-SECTORS 

We have briefly described the important Indian sources relating 
to the entire field of saving (and capital formation) in section 2 above, 
including Indian sources that deal specifically with business savings 
(sub-sections iii & v). We now propose to deal with the business sector 
in a somewhat systematic manner, dealing with each of the three sub¬ 
sectors mentioned in § 1.9. 


3.1 CORPORATIONS 

Unless otherwise mentioned, by “corporations” we refer (throughout 
this study) to corporations belonging to the private secto.. These include 
both private limited companies and public limited companies. Public 
corporations, which are statutory bodies set up by government or 
public authorities are a separate category, and will not be discussed here. 

* Non-profit associations and companies limited by guarantee are also excluded. 
But these form a negligible proportion of the total business. 

2 Vide RBI Bulletin, September 1957, p. 839. 

3 The concept as well as the basis of estimate is discussed fully in Chapter 3 and 
in Appendix 1. 
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3,1 aj Sources of corporation data: general 

(i) A complete list of corporations, with figures of paid-up capital, 
description of business etc., is available because of registration require¬ 
ments, in practically every country. 

(ii) Corporations are obliged to maintain their balance sheets and 
profit and loss accounts. They are also obliged to publish much of 
the information periodically. • 

Information is also available from stock exchange manuals and in- 
ve^ment yearbooks. Competent analyses of company accounts are 
in soiye instances published in financial and other journals as regular 
features. 

(iii) In addition, income tax assessment data are fairly complete 
in many countries, at least in the coverage of industry groups, though 
reliability varies from country to country. 

Thus it is possible to compile the figures relating to net profits, distri- 
Jbuted profits, and retained profits. It is possible, but the task is by no 
means easy. Apart from the varying reliability of this source in different 
countries, there are many well known factors i which lead to either 
under-estimated or over-estimated figures for capital, profit, dividends 
and saving. Nevertheless, the field has been comparatively better ex¬ 
plored and uniformity in practices has been achieved to a very large 
extent. 

For broad national aggregates, income-tax figures are used, with 
more or less elaborate adjustments and checks from other sources. 
The U.S. Department of Commerce relies mainly on the annual tabu¬ 
lations of corporate income tax by the Internal Revenue Service which 
have gone far toward standardisation of accounting practice over a long 
period of time 2. Improvements with regard to corrections for time lags 
are introduced from the joint survey data of two other official agencies, 

1 E.g., issue of bonus shares, issue of new shares at a fraction of their market 

value or at several times the nominal value, interlocking of company share holdings, 
managing agency remuneration, paying up uncalled capital out of profits, etc. 

i U.S. Department of Commcrc*, National Income 19^54 Edition, A Supplement 
to the Survey of Current Business (U.S. Government Printing Office, Washington 
1954), p. 92. • 
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viz., the Securities and Exchange Commission and the Federal Trade 
Commission K 

The United Kingdom Blue Book on National Income also bases its 
estimates of corporate profits and savings on the tax assessment by 
Inland Revenue, but it leans quite heavily on the analysis of company 
accounts published in The Economist and The Financial Times as the only 
sources from which a division between various categories of dividends 
can be obtained 2 . 

i./.2 Sources of corporation data: India 

•I 

In India, income tax return data cannot be as useful as in the United 
Kingdom, not to speak of those in the United States. Apart from certain 
aspects of the Income Tax Act such as the complete omission of agri¬ 
cultural incomes (which do not at any rate affect the problem of collating 
corporate income and savings data) and the omission of all incomes below 
the minimum exemption, large scale evasion, false returns, lags between tax 
accruing and tax paid, presentation of income assessed to tax rather than 
total income the practice of carrying arrears of assessments from one 
year to another"^, etc. reduce the usefulness and reliability of the data 
collected by the income tax authorities. However, for national figures 
this has so far been the only source to go by. It is expected that new 
reforms in income-tax law and collection procedures that are now being 

^ For detailed sources and procedure of estimating corporate prohts see ibid^ 
Part III, Section 5. 

2 Vide Central Statistical Organisation, National Income Statistics-Sources and 
Methods (Her Majesty's Stationery Office, London 1956), pp. 163—4. For sources 
of profit and methr»d of estimation, definitions etc., the whole of Chapter VI, parti¬ 
cularly sections 3 and 4. 

3 Cf., Final Report of the National Income Committee February 1954 (Issued by 
the Department of Economic Affairs: Ministry of Finance Government of India), 
See 3.33, p. 134. 

^ The limitation of income tax statistics in this respect is best indicated in the 
following quotation taken from The Alt India Income-tax Revenue Statistics for the 
Year, 1953 — 54: “Statistics contained in this volume are in respect of assessments 
completed in the financial year 1953—54. They do not, however, represent the results 
of all assessments for that year since a fairly large number of assessments for the 
earlier years, which in some cases include two or more assessments on the same 
assessee were completed during the year while'many unfinished cases of that year, 
were carried over to the next year*'. (The quotation has been very kindly communicated 
to us by Dr. N. S. R. Sastry). 
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cairied out will make this source of data more reliable in the future. 
But meanwhile, national income researchers must work with existing 
data, introducing as much improvement as possible into statistical 
processing and into collection of data from supplementary sources. 

Supplementary study of company finances with respect to income and 
saving is possible with the aid of large sample data for the post-war 
years thanks to the Taxation Enquiry Commission Report and to the 
Reserve Bank of India study mentioned earlier. While their, coverage 
is partial, the data are more complete, detailed and reliable, and there¬ 
fore will form the main basis of our estimate of corporate saving in the 
next dhapter. • 


3.2 FOREIGN ENTERPRISES 
3.2A Justification of inclusion 

The framework of national income accounts has been developed 
in high-income countries where investment and enterprise from foreign 
^countries are either insignificant today, or at the most, investment and 
enterprise from foreign countries play a role which is subordinate to 
their own investment and enterprising activities. However, this is not 
true of most of the low-income countries. Jn India, for instance, some 
30 per cent of the organised business sector is covered by foreign business. 

It is quite clear why no special place in the general framework of 
national accounting (represented, for instance, by the U.N. System 
of National Accounts) has been assigned to the income (and saving) 
generated by foreign enterprise. It should be equally clear why the income 
and saving generated by foreign enterprises should find a place in the 
system of national accounts of low-income countries. 

Two arguments might be advanced against the specific inclusion of 
foreign enterprise — (i) that wages and salaries (and profit, interest, 
rent, if any) accruing to nationals is included anyhow, and therefore, 
there is no special need to show them as originating in a foreign sector 
within the country in a separate breakdown. And (ii), that the legal 
title to the profits retained from foreigners’ business (saving) is held 
• by foreign nationals and therefore it cannot be considered as a saving 
of the country. * • 

With regard to argument (i), we would say that it is true that the nati- 
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onal income total is not disturbed even if a separate breakdownt»of 
foreign enterprises is not shown. But there is a definite advantage in 
showing the relative positions of and the relative advances over time 
made by the foreign and national sectors. 

With regard to (ii), the argument is particularly objectionable. It 
is a clear case of how a legalistic view obstructs the correct appraisal of the 
reality of the economic process. It is well known, as will be shown in 
our estimates of savings by foreign enterprises in India, that in the case 
of foreign enterprises, although the title to the retained profits (together 
with the title to the investment) remains with foreigners, actually^ a 
part of the retained profits is re-invested within the country. Therefore, a 
separate breakdown would provide an insight into the working of 
this substantial sector. 

3,2.2 Source 

The sources are not very perfect. In many countries private research 
was begun mainly to determine investments made abroad rather than 
investments from abroad. Later on, the work was taken up more syste¬ 
matically by the central banks. Instances are the U.K., Canada, U.S.A., 
etc. 

In India, the Reserve Bank of India completed its first Census of Fo¬ 
reign Liabilities and Assets in 1951. Two further censuses have been 
conducted since i. Although the census is conducted primarily to 
determine the balance of payments position, it supplies considerable 
— and the only — information about longterm business investments 
by foreigners. 

These have been analysed and systematised in our chapters on the 

estimate of savings, and on the profitability of business. 

( 

3.3 UNINCORPORATED ENTERPRISES 

I 

3.3.L Definition and general treatment 

Unincorporated business is by nature a residual term. We can first 
think of a broad sector of business enterprises the basic characteristic 

1 News of the publication of the fourth census report have appeared as wc go 
to press. 
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of^which is to produce goods and services for sale at a price intended 
to yield a surplus after covering the cost of production K In short, 
production for profit is the basic attribute. Then, since corporations 
can be directly identified as a group with certain special characteristics 2 , 
they are considered as one sub-sector. 

The other, i.e., the unincorporated enterprises, is the residue. They 
are very difficult to identify statistically. In general the proprietors of 
such enterprises are self-employed persons whose income constitutes 
a borderline case combining the elements of both labour income and 
pMit (entrepreneurial) income. 

There*is no*way of overcoming the essential ambiguity of this item 
except by statistical make-shifts -^. Different countries follow different 
practices in classifying this item. The U.S. Department of Commerce, 
for instance, calls this item “Income from unincorporated enterprises”. 

> Since we have treated business as one sector, of which corporations and un¬ 
incorporated enterprises are but sub-sectors, we have used this broad definition of 
business or enterprise. Contrast the definition of enterprise used in the U.N. System 
^ of National Accounts. “Enterprises include all firms, organizations and institutions 
which produce goods and services for sale at a price intended approximately to 
cover the cost of production” — (Studies in Method No. 2 — ST./STAT SER. 
F/No. 2, New York, 1953), p. 11. Here the generality of business has been conceptually 
sacrificed to meet the fact that most of these enterprises are marginal firms, ac¬ 
cording to the definition given for instance, by Steindl, which can be easily treated 
as a special case. That the motive of self-employment and of covering just the cost 
of production operates strongly in the case of a very large number of unincorporated 
enterprises is not denied. The group of national income experts appointed by the 
U.N. Secretary-General seem to have oscillated rather violently between emphasising 
the consumer aspect here and again the entrepreneurial aspect there in the presentat¬ 
ion of their accounts (See infra, p. 45). A general definition, then, loses much of 
its sense. 

• 

2 Apart from statistical convenience, the distinct identification of corporations 
is valuable for economic analysis in so far as the main weight in this sub-sector is 
carried by large enterprises with substantial capital, a relatively high degree of per¬ 
manence and a fairly elaborate organisation. This is $0 notwithstanding the fact 
that #he sub-sector includes a large number of small enterprises, distinguishable only 
by legal form from unincorporated enterprises or sole traders and partnerships. 

3 If, e.g., sufficiently reliable data of labour income from a properly stratified 

sample could be collected, the imputed labour income could be deducted from the 
income of unincorporated enterprises to arrive at an approximate figure that could 
be attributed to profit income proper. It must be noted^ however, that first of all, 
one must arrive at a reliable estimate of the total income of the unincorporated 
enterprises. * 
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The official national income statistics of the U.K. on the other hf^nd 
places it under the head “Income from self-employment’’. 

The U.N. System of National Accounts puts the item as “Income from 
farms, professions and other unincorporated enterprises”. Usually these 
three breakdowns are made available in national income statistics 
The advantage is that if these three breakdowns are given, the economist 
can choose the items he wants to investigate or compare. 

3,3.2 General Sources 

The sources of these three breakdowns are various. Usually -farm 
income estimates are made from statistics collected by the Department 
of Agriculture in countries where these are complete. Professional 
income may be estimated from income tax returns. In some cases it 
is better derived by means of the census figure of occupational distribu¬ 
tion multiplied by the average income per earner obtained by sample 
survey. The U.S. State Department follows this latter course while the 
former is followed by the Central Statistical Organisation of the U.K. 
Business income of this sector is estimated from the most fragmentary 
sources of all. In the U.K., they rely solely on Inland Revenue data, 
with the concomitant errors of omission. In the U.S,, they use certain 
special tabulations of the Internal Revenue Service carried out for 
certain specific years which are used as benchmarks. Then two methods 
are employed: (i) Number of active proprietors multiplied by an esti¬ 
mate of their average net income; (ii) Gross receipts multiplied by a 
profit ratio (ratio of net income to receipts) 2 . 

As stated earlier, it is a good thing that these three breakdowns are 
given. This would make some kind of a rough international comparison 
between high-income and low-income countries possible For instance, 
in most low-income countries (e.g., India) farm income would correspond 
to income from agriculture which can hardly be described as a business. 

1 Sometimes a very large number of industrywisc breakdowns arc also provided. 
See exhibits 1 and 2, U.S. Department of Commerce, op. cit. pp. 76—77. 

The three breakdowns are named in the U.S. Statistics as *'Farms, Professional 
Services, and, Business”. Loc. cit. In the U.K., “Income of farmers, professional 
earning, and income of other sole traders and partnerships” — C.S.O., London 
1956, op. cit., p. 93. 

2 Loc. cit. 
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Agficulture in these countries is essentially a way of life and is not 
conducted on^ business lines — being mostly for self-consumption. The 
analogues of the two other items are to be found, however. Thus, 
one can select the item one is choosing to compare. It will be seen that in 
our estimates of saving in India (next chapter), we have considered 
only the third item, viz., unincorporated business, as relevant to the 
sector. 

We have described in some^detail the nature and source of estimates 
of the income of this sector in order to show the difficulties involved. 
It^s understandable, then, why there are no official national income 
statistic^*for the savings of this sector. 

The U.N. System of National Accounts makes rather drastic assump¬ 
tions about the income of this sector: In account No. 2 “the entire 
net income of unincorporated enterprises ... is assumed to be with¬ 
drawn from the business system by the owners of these enterprises 
in their capacity as consumers” 2. On the other hand, in Table III (Nati¬ 
onal income by type of organisation) ^ the entire income of this sector 
is listed after the operating surplus of corporations as “operating surplus 
of unincorporated enterprises”. 

In plain words, it means that in the first instance the income is treated 
as employee compensation. Indeed, in account 2 the item is listed 
immediately after the item “Compensation of employees”. Savings 
of unincorporated enterprises, if any, would then be included, like the 
savings from compensation to employees, in the item “Saving of house¬ 
holds” (“and non-profit institutions” — see Table V., op. cit. p. 23). 

Quite contrarily in the second instance, the income of the unincorpo¬ 
rated enterprises is treated as entrepreneurial (profit) income proper; 
but any saving from this income is also included iii the “Saving of 
households”. * 

The U.N. System of National Accounts thus perpetuates the ambiguity 
of which we spoke earlier. 

The only impressive effort made to estimate the savings of this sector 
is that by Raymond Goldsmith, under the programme of a private 

1 Op, cit. p. 18. t 

2 Op. cit. p. 15. • 

^ Op. cit. p. 22. This means that here it is treated as profit income, obviously. 
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agency, in his monumental Study of Saving in the United States. E’/en 
here, the neat figures for savings of unincorporated ente’-prises are the 
least satisfactory of all; due, as Goldsmith himself points out, to “our 
scandalous ignorance of the financial situation and history of unin¬ 
corporated business” K 

Harold Lydall calls attention to “the most appalling lack of direct 
information” 2 . In particular, he points out the serious defect that 
“No data are available on net transformations (over the 53 years-H.M.) 
of unincorporated business into corporations” 

3.3.3 Indian sources 

For India, Mukherjee and Ghosh made an attempt in the paper men¬ 
tioned earlier, to estimate the income and savings of this sector — un¬ 
incorporated business proper (i.e., excluding farms and professions) 
— for one year only. The source of income data which they used is 
income tax assessment. An estimate of the average family expenditure 
of this group was made, probably from National Sample Survey data, 
to arrive at the saving figure. Some details of the procedure including its 
merits and drawbacks will be commented on when we come to make 
our own estimate for a number of years. 

The main source of studying the income and saving of unincorporated 
enterprises, however, is the Report of the National Income Committee. 
We have used the First Five Year Plan and the Census of Manufactures 
as auxiliary sources. 

^ R. W. Goldsmith, A Study of Saving in the United States Vol. I (Princeton 
1955), p. 103. 

2 The Review of Economics and Statistics, August 1956, p. 34i. 

3 Ibid. 
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THE ESTIMATE OF BUSINESS SAVING 

In the light of the nature of statistical material relating to the savings 
of corporate, foreign and unincorporated sectors of business set out 
in § 2.3, we shall now try to hew out a practical course and present our 
estimates of the sAVing of these sub-sectors for India during the post¬ 
war period. 

1. CORPORATIONS 

% 

I.O Methods ofi estimation 

Two principial methods of estimating the national total saving of 
corporations can be applied to the available Indian data. Let us call 
these the total profit minus total dividend method and the sample method. 
The latter is applicable to the post-war period only, while the former, 
if properly tackled, can yield estimates dating back to a far earlier period. 
Although we shall present an estimate of savings for the post-war period 
only, we give below a brief outline of both the methods so that the 
hazards involved are clearly understood. 

1.1 Total profit minus total dividend method 

As stated above, this method is particularly suited to the purpose 
of obtaining a long-period estimate. National total figures of company 
income as assessed by the Income Tax Department are available from 
as early as the eighties of the last century, if not earlier K These are 
shown after deducting a depreciation allowance. That this allowance 
is often not substantially different from the company practices with 
regard to this allowance, has been demonstrated by the Taxation Enquiry 
Commission 1953—54, at least for the period under their investigation 2. 

* Vide T.E.C. Report, Vol. II, p. 10. Of course, it is not suggested that the use 
of the data is easy — problem of geographical coverage, lack of uniformities of 
practice etc., are there. But it may not be too difficult to use the data, say, after the 
First World War onward. 

2 Vol. I, p. 135. This is particularly true for assets acquired prior to 1946. For 
• assets acquired in or after 1946, however, depreciation allowed by the Income Tax 
Department is much higher than that provided by companies. See ibid^ Statement 
(relating to Ch. VII) XXVll. ^ 
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Deducting the income-tax and super-tax charges we obtain the profit 
after tax. This is easy. ^ 

Since assessment in a given year is usually made for" the preceding 
year, the use of a year’s lag to the income before tax may be more 
appropriate. This would be so if the Income Tax Department completed 
its work each year. However, there is evidence that the Indian Income 
Tax Department has often been in arrears. Therefcre the accuracy of 
the annual figure is not guaranteed anyway. 

Nevertheless, inaccuracies aiising out of this consideration would 
not affect a long-period total. 

There is another source of inaccuracy which may be serious. It relates 
to the question of tax evasion. It is held to be very widespread in India 
and involves exceptionally large sums K Unlike the inaccuracies arising 
out of arrears in assessment mentioned above, the inaccuracies arising 
out of tax-evasion will not cancel out over the long run! However, there 
are the various regular and special commissions to investigate the questi¬ 
on of evasion -. 

If evasions could be roughly estimated, then the average income 
of a number of years together could also be correspondingly corrected 


* Vide Income-tax Investigation Commissions’ findings as reported in T,E.C. 
Report Vol. II, p, 196; also remarks of N. Kaldor, Indian Tax Reform-Report of a 
Survey (Delhi, 1956?), p. 105. These relate to all income taxes. The special campaign 
of Shri Mahavir Tyagi, the then Minister of Slate for Finance, for voluntary de¬ 
claration of concealed income resulted in the declaration of some 200 crores of rupees 
by the industrialists. These of course relate to concealed income of the war and 
immediate post-war periods. 

2 Three agencies arc mentioned by the TEC, he. cit. These are: (1) Income-tax 
Investigation Commission; (2) Central Commissioners of Income-tax at Bombay and 
Calcutta; (3) Special Circles. The work of the latter two is coordinated through a 
Director of Inspection who functions directly under the Central Board of Revenue. 

3 Such concealed profits may be spent only partly. The bulk has to be saved. 
However, hoarding being impossible for any length of time (measures like demon¬ 
etisation of high-denomination currency notes are quite effective). It is known that 
quite a sizable amount was diverted outside the country and invested in some of 
the Southea.st Asian countries through the camouflage of high price of imported 
goods etc. — Some such funds are reported to have been repatriated recently (Rs. 
45 crores from Ceylon, Malaya, Burma, etc, during 1948--53). See RBI, Survey of 
India's Foreign Liabilities and Assets as on 31st December 1953, (Bombay 1955), 
p. 83. Further, gold smuggling into the country is often financed by the mechanism 
of undervaluation of private export invoices and overvaluation of private import 
invoices. An interesting account is given by Dr. D. K.. Rangnekar in his Poverty 
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It ijj not suggested that the task is easy; but it will have to be faced in 
any attempt t 9 estimate the total profits, whatever the method. 

We have thus far indicated how a workable figure of total profit 
after tax can be obtained. 

The next step, viz., that of deducting the total dividend, is more dif¬ 
ficult. Direct figures of total dividend are not available. Of course, 
one can attempt ib add up the dividend figure of each company for 
each year. But while it is theoretically conceivable, it is practically 
well nigh impossible, even if we ignored the various difficulties with 
reghrd to the application of the relevant percentage to the relevant 
paid-up capital • 

The figures of total dividend have therefore to be estimated. This can 
be done by two methods: (1) An almost direct method of estimation 
would be to obtain the figures for a suitable sample of companies and 
then to convert the same into a total figure by the application of an 
appropriate raising ratio, viz., the ratio these companies bear to the 
total company sector. This is both feasible and practical. Only, if the 
•analysis of a sample number of company balance sheets is made and its 
proportion to the total company sector known, there will be no need to 
take recourse to the profit minus dividend method. The amount of retained 
profits could be calculated from the same balance sheets and then it will 
be much simpler to use the raising ratio and directly convert the sample 
figure of retained profits into total retention of the entire company sector. 

As noted earlier, this direct method of stepping up the figures of 
savings of sample companies applies only to the post-war years, for 
which it is not necessary to estimate the total dividends. For earlier 
years, suitable sample studies do not exist. And if they existed, there 
would be no need to resort to the profit-minus-dividend method of 
estimating coiQpany savings. 

Thus we are essentially considering a case for which balance sheet 
figures of sample companies are not available. The sample method of 
estimating total dividend is thus precluded in this context. 

and Capital Development in India (Royal Institute of International Affairs & O.U.P., 
London, 1958) pp. 220—23. He estimates that something like Rs. 40 crores were an¬ 
nually smuggled in this way during the immediate post-war years. His estimate places 
the undisclosed holdings of international assets as high as Rs 49 crores and 67 crores 
for the years 1950—51 and 1951—52 respectively. Loc. cit. p. 223. 
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(2) The second method (of estimating total annual dividends over 
a long period) would be to prepare a properly weighted average dividend 
rate for each year (for practically as many years as one wants) from a 
suitable number of sample companies and then to apply these rates 
to the total paid-up capital of all joint-stock companies which is readily 
available from statistics of joint-stock companies. We can thus obtain 
fairly accurate annual estimates of total dividend. * 

We have noted, however, that the accuracy of the annual figures of 
total profit is not guaranteed, so that by the total profit minus total 
dividend method we may not get accurate annual estimates of company 
saving, but we can get a fairly accurate estimate of savi ngs over a long 
period as a whole. 


L2 The sample method 

As has been already indicated, the sample method consists in accurately 
ascertaining the ratio which the sample number of companies bears 
to the total company sector. If the sample is large and representative, 
then the ratio can be applied to the figure of total retained profit of the 
sample companies (read olT their balance sheets) to arrive at the figure 
of the total saving of the entire company sector. 

The first limitation of this method is of course the number of years 
for which sample data are available or for which a sample survey could 
be carried out. Fortunately, thanks to the work of the T.E.C. and the 
R.B.I., we have sample data available from 1946 onward. This means 
that although we cannot go back far enough, we can at least obtain 
valuable results for our analysis of business saving for thp last 10 years. 

It must not be supposed, however, that the limitation of the period is 
the only drawback of the method. There are at least three other important 
considerations which may distort the result: (1) the representative 
character of the sample; (2) the criterion chosen for the determination 
of the proportion of the company sector covered by the sample, and 
(3), the accuracy of the proportion itself. These are dicussed in § 3.1.3 
below, where we preseot some estimates of the total company savings 
for the post-war period with the help of the sample method. 
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13 Jpstimate of total corporate savings 1946—55 

We now come to the actual course of estimation. Experimental esti¬ 
mates for the years 1946—55 are worked out in Table 2 (page 52) on 
the basis of T.E.C. and R.B.I. sample figures of retained profits. 

13,1 Two comment 

(1) First, a comment on tfie representative character of the^samples. 
Clearly, these samples comprise some of the largest companies, drawn 
enfirely from the public limited companies. 

These samples of 492 and 750 companies out of a total numbering 
some 20 to 30 thousand, cover some 30 to 40 percent of the total paid- 
up capital of all companies. These samples may therefore be considered 
representative not of all companies, but of the largest and perhaps 
by the same token — though not necessarily — of the most organised 
companies only. Further, these samples are drawn chiefly from manu¬ 
facturing industries. 

If we accept the usual presumption that larger companies follow 
a higher retention policy than do the smaller companies, and also that 
manufacturing firms follow a higher retention practice than non¬ 
manufacturing firms, then our estimate would be an over-estimate to 
the extent to which this holds true for India. Analysis of profit retention 
by size classes has not been made for India. Therefore the error involved 
in this respect is of an unknown degree. Of non-manufacturing companies, 
the rates of profit retention are known for Trading, Plantations, Coal 
Mining and Shipping. But these are included in the RBI sample. The 
rates for the most important group of non-manufacturing companies, viz., 
financial companies, are not known. We shall return to tliis question soon. 

(2) Our second comment relates to the criterion of proportion and 
the aQtual proportions chosen. 

In estimate I the criterion of paid-up capital has been used straight¬ 
away without any corrections. Though the sample companies excluded 
financial companies like banks, insurance and investment companies, 
.these have not been excluded from the total from which the proportions 
have been derived. * • 

Paid-up capital is, however, an inadequate, and in certain cases. 
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Table 2. experimental estimates of profits retained by Indian 
COMPANIES, 1946—55 


Year Sample Retained Proportion Estimate I Estimate ll 
& No. of profits of of paid-up Retained Retained 
companies sample capital of profits of profits oi’ 
companies sample al! all 

companies companies companies 


to total 
paid-up 
capital of 
all 

companies 


excluding 

financial 

companies 


Estimate 111 
(EstimateII raised 
to include 
the savings 
of financial 
companies) 


(a) 


(b) 


Assuming Assuming 
half the equal 
rate of rate of 
retention retention 


(Rs crores) 


(Rs crores) (Rs crores) (Rs crores) (Rs crores) 




(1) 

(2) 

(3) 

(4) 

(5a) 

(5b) 

1946-47 

TEC(492) 

12.29 

.355 

34.62 

30.73 

33.02 

35.32 

1947-48 

,, 

9.29 

.328 

28.32 

23.23 

24.96 

26.70 

1948-49 


16.08 

.338 

47.40 

40.13 

43.13 

46.13 

1949-50 

99 

4.51 

.312 

14.50 

11.28 

12.17 

12.97 

1950-51 

RBI(750) 

14.80 

.430 

34.42 

26.57 

28.55 

30.54 

1951-52 

99 

24.56 

.400 

61.40 

43.34 

46.58 

49.82 

1952-53 

99 

6.57 

.390 

16.85 

12.40 

13.32 

14.25 

1953-54 

99 

12.53 

.413 

30.34 

23.64 

25.40 

27.17 

1954-55 

99 

16.58 

.402 

41.24 

31.28 

33.61 

35.95 

1955-56 

99 

27.33 

.401 

68.15 

51.57 

55.42 

59.28 


Sources & methods: Col. (1) TEC & RBI, op. cit. \ (2) Ibid & Stat. Abs.; (3) Col. 
1 stepped up with col. 2; (4) Col. J stepped up with flat ratios of 40% and 53% 
respectively for TEC and RBI samples. The basis of these ratios is briefly mentioned 
in the text and worked out in detail in Appendix 1. (5b) Col. 4 is found to represent 
the savings of 85 % of all companies including financial companies by paid-up capital 
for 1951—2. (Vide TEC Report Vol. I, Statement II, and Stat. Abs.). Col 4 is thus 
raised to col. 5b. 5a is then easily determined. However, the figures presented here 
are slightly lower than that yielded by the raising ratio *®®/ 85 . The explanation and 
extent of the underestima'ce is given in Appendix II. 
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even misleading, criterion of size. The sample companies are all public 
limited companies. The relation between their scale of operation and 
their paid-up capital is known to be different from that between the scale 
of operation of the private limited companies (it will be borne in mind 
that the entire company sector consists of public limited companies 
and private limited companies) and their paid-up capital. Compared 
to the public limited companies, the size of business of the private 
limited companies is over-estimhted by the criterion of paid-up capital 
It is in this respect that a greater refiftement has been intro*duced in 
oblaining the proportions for estimate II. 

Details\)f the^proccdure and justification of arriving at the proportions 
have been given in the appendix. Briefly, total capital employed (equals 
the value of total net assets) instead of paid-up capital, has been chosen 
as the criterion of size. Financial companies have been left out in estimate 

II since the proportions used related to all companies registered in 
India excluding financial companies. 

y.i.2 The question of financial companies 

Since what we are trying to measure is the saving and not the capital 
formation, exclusion of financial companies is not justified. Estimate 

III has therefore been worked out by making corrections for the sums of 
retained profits attributable to the financial companies. To meet the 
common presumption 2 that the manufacturing companies retain a 
higher proportion of their profit than do other companies, we have al¬ 
lowed for a rate which is only half that of the sample companies as 
the lower limit, and an equal rate as the upper limit. 

• 

1 The extent of the over-estimate can be easily exaggerated. As will be seen from 
the appendix, the ratios of the businesses of public limited companies and of private 
limited companies to total business are by different criteria as follows; 

(i) By paid up capital 73 : 27. 

(ii) By total capital employed 80 : 20, 

It is shown in Table 2 that the influence of these proportions on the absolute magnitude 
of saving is generally not too large for most of the years, if we compare Cols. 2 and 5 b. 

2 Not always supported by facts. Preliminary calculations at the Central Bureau 
of Statistics of the Netherlands have shown that the average rate of retention by 
banks and insurance companies has been considerably higher than that by manu¬ 
facturing industry excluding oil refining in that country during 1948—55. During 

• 1923—32, in the United States also th^ rate of profit retention by financial corporations 
was higher than that by manufacturing corporations. Se^ J. Ellwood Amos, The 
Economics of Corporate Savptg (Urbana, University of Illinois Press, 1937), p. 44. 



54 


BUSINESS SAVING IN INDIA 


Estimate III (a) could thus be accepted asaworkable estimate. However, 
in common with estimate II, it suffers from the defect that the proportion 
for one single year has been used to get the estimate of all the years. 
Ill (b) also provides a comparison with Estimate I. 

L4 Comparison with available estimates of company savings 

Now, if we compare the available estimates of savings (retained profits) 
of corporations with our estimates (see Table 3 below), we find that the 
former are mostly over-estimates by very large margins, except Rdhg- 
nekar’s estimate for 1951—52. 


Table 3. corporate savings of india as estimated by different 

AUTHORITIES, FOR THE YEARS AVAILABLE 
(^Amounts in Rs crores) 

Estimating authority/Year 1948-49 1949-50 1950-51 1951-52 1953-54 


1. Mukherjee & Ghosh (M-G) .. 69 

2. T.E.C. . 60 

3. Rangnekar 59 41 41 47 

4. Present study: 

Estimates III (a) & (b) as 

lower and upper limits* 43-46 12-13 29-31 47-50 25-27 


* We can add another estimate for the years 1949—50 and 1953—54 by taking 
the average of 3 neighbourhood years to compare with the single-year estimates 
of (1) & (2). Let us call this Estimate 4 (b):— 

Average of 1948, ’49 & ’50 28—30 
Average of 1952, ’53 & ’54 24—26 
Sources: 

1. Loc. cit, 

2. Report Vol. I, p. 138. 

3. D. K. Rangnekar, Poverty and Capital Development in India (O.U.P., London, 
Issued under the auspices of the Royal Institute of International Affairs, London 
1958), p. 227. 

4. Table 2. 
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To facilitate comparison with the single-year estimates of M-G 
an3 TEC, we have provided in the footnote to the above Table three- 
year averages*to allow for possible differences that might be caused by 
discrepancies in the reference year. Only for 1949—50 does this make any 
substantial difference to our estimate, but even so, the gap between 
M-G’s estimate and our estimate remains very large. 

I 

L4J A scrutiny of M~G\s estimate 

^Messrs. Mukherjee and Ghosh used the total-profit-minus-dividend 
method.fTheir estimate was made as follows: Corporate income assessed 
to income tax in 1949—50 Rs 185.60 crores; minus Income and Super 
Taxes in 1949—50 Rs 80.14 crores; equal Profits-after-tax Rs 105.46 
crores. From this an amount of Rs 36.95 crores was deducted as a 
figure of total dividend — it is not shown how this figure of total dividend 
was obtained — and the estimate of Rs 68.51 crores was thus arrived 
at as the amount of total retained profit K 

Assuming that TEC sample figures are correct, we can demonstrate 
that Mukherjee and Ghosh err both in accepting the Income-tax figure 
of profit-after-tax and in their estimate of total dividend. 

Let us begin with the figure of total dividend. 

Indeed, if we apply the proportion of -4 as the raising factor to the 
dividend figure (Rs 15.08 crores) of the TEC sample for 1949—50, 
— just as it is applied to the figure of retained profits in estimate II — 

15.08 X 10 

a very close agreement appears to be found. Witness ^ = 37,70 

crores against the M-G estimate of Rs 36.95 crores 2. But this is patently 
a spurious check. For, on the income side M-G have i;aken the income 
of all companies registered in India, including financial companies. 
There is no reason to suppose that the financial companies — by paid- 
up capital representing some 15 percent of all companies registered in 
India — neither earned nor distributed any profits in that particular 
year. We must therefore allow for some profit, and dividend, on the 
account of financial companies. If we consider the financial companies 

1 Loc. cit, p. 67n. 

2 This argument was actually advanced by a high authority in a communication 
to us. 
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on a par with other companies the figure of dividend in crores of rupees 
is not 37.70 but 37.70 + 6.65 ^ or 44.35. However, we may be more 
liberal and assume that the rate of profit earned by the financial com¬ 
panies was only half that earned by the sample companies while the 
practice of distribution (and retention) by the financial companies were 
the same as that by the sample companies. Even then we get a figure 
which is 37.70 + 3.33 or 41.03. This is a little more thin 4 crores in excess 
of Messrs. Mukherjee and Ghosh’s figure of dividend (Rs 36.95 crores). 
This would mean that on this score, M-G’s estimate of saving would be 
an overestimate by 4 to 7 crores (the latter, if we take the profitability 
of financial companies equal to other companies). 

Let us now compare the estimates of income. From what has been 
said in the above paragraph and the footnote, we find that our estimate 
of income-after-tax of all companies including financial companies 
according to the TEC sample would be Rs 57.62 crores in 1949—50 
if we allow the same rate of profit to financial companies as that in 
other companies (if we allow only half, the amount would be still less), 
against the figure of Rs 105.46 crores derived from Income-tax sources 
which Messrs. Mukherjee and Ghosh have used. This shows a very 
wide discrepancy indeed, and if some plausible explanation is not 
found confidence in the Income-tax data, or even in the sample data 
would be rudely shaken. 

Fortunately in this case, a very simple explanation can be found which 
would reduce the discrepancy to a more reasonable proportion. The 
most obvious error into which Messrs. Mukherjee and Ghosh seem to 
have fallen is that they have mistaken the Income-tax assessment year 
for the company accounting year. The assessment year usually falls 
next to the accounting year of the companies. Speaking in terms of 
rough correspondence, assessment year 1949—50 should normally 
correspond to the accounting year 1948—49; the assessment year 1950-51 
to the accounting year 1949—50, and so on. But there are times when 

1 Calculated as follows: 37.70 represent dividend of 85 percent of all companies. 
Therefore the dividend of all companies ^ 37.70 x 100/85 or 44.35 which is 6.65 
in excess of 37.70. 

2 The question of tax evasion could not disturb the comparability between 
Income-tax and sample da^a, since both are taken from the formal statements of 
the companies concerned. 
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assessment work falls in arrears and then a good deal of overlapping 
ancf combination of 2—3 years’ assessment is shown in the annual 
returns of income-tax assessment. It happens that the year with which 
we are concerned here, did not involve a very large error of this latter 
type, as we shall presently see. 

Let us place side-by-side our estimate (from TEC sample) of total 
corporate profit-aAer-tax, and the income-tax assessment figures of 
corporate profits-after-tax: * 


{Amounts in Rs crores) 


I From T.E.C.-samplc “ Income-tax figures 

of profits-after-tax 


Profits-after-tax for 
all companies excl. 
financial companies 
(applying the proportion 
Year of .4 to TEC sample 
figure of profit) 


Estimate of total 
profits after tax for 
all companies including 
financial companies 
(considering (1) as 
representing 85 % of 
paid-up capital of all 
companies including 
financial companies) 


Year (as Amount 
shown in 
Income tax 
returns) 



(1) 

(2) 

(3) 

(4) 

1948-^9 

78.25 

92.06 

1949—50 

105.46 

1949—50 

48.98 

57.62 

1950—51 

66.95 

1950—51 

75.93 

■ 

89.29 

1951—52 

108.10 


Clearly, the income-tax figure of Rs 105.46 crores which Mukherjee 
and Ghosh have taken, relate more to the company accounting year 
1948—49, and Rs 66.95 crores which is shown against 1950—51, 
to the company accounting year 1949—50. If we consider that the income- 
tax figures may contain some carry-over of assessments, the discre¬ 
pancies would not appear too large. 

To sum up. We have established that (i) the M-G estimate of corporate 
profit retention for the year 1949—50 is a very great over-estimate; 
(ii) this over-estimate arj^es out of — (a) an under-estimation of total 
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dividends and (b) a still larger over-estimation of corporate income 
arising mainly out of a mistaken reference year and out of the practice 
of carrying over arrears of assessment by the Income-tax Department. 
In this connection we have suggested that much of the discrepancy 
between the profits as shown in Income-tax data and the profits estimated 
on the basis of sample data would be reduced if a lag of one year is 
introduced to the Income-tax data. Much — but n6t all — of the dis¬ 
crepancy would be thus reduced since large errors due to overlapping 
assessments would still remain 

We have also shown that the TEC estimate of total corporate saving 
for the year 1953—54 is a high over-estimate. But we are not in a position 
to analyse this estimate since the TEC does not give the basis of its 
estimate in its published Report. 

Only in one case could these estimates prove to be realistic: If these 
authorities were to take into account the hidden profits of corporations, 
the resulting estimates could possibly exceed the ones they have provided. 
But they have not done so. Towards the end of this section (§ 3.1.5) 
we shall try to estimate the funds that arc hidden away abroad and the 
portion that comes back as a genuine saving. 


1.4.2 A scrutiny of Rangnekar'^s estimate 

Dr. Rangnekar’s estimates are not as wide of the mark as the other 
two, mainly because he adopts a more suitable method. But it is still 
considerable, except for a virtual identity for the year 1951—52. 

He applies to the Income-tax data of net corporate income some 
notional ratios of profit retention*. It is curious tnat he should not 
have made use df the RBI study of company finances (to which he makes 
reference in another context just 3 pages later and the TEC study 
to get firmer ratios of profit retention. Had he done that, his estimates 
would have improved considerably. We demonstrate below four succes¬ 
sive calculations by which improvements on his estimates could be 
attempted, working still with Income-tax data:- 

1 Some error — though a much smaller one — in our estimates also accounts 
for a (small) part of the discrepancy. 

2 See Rangnekar op. dit., p. 221, note to Table 47. 

3 Ibid., p. 230n. 
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(Amounts in Rs crores) 


Corporate Annual Same, Taking the average 

income corporate taking corporate saving propensity 


Year 

after tax 

9 

saving 

ratios 

Saving 

income 

with 

l-year lag 

for 1946-55 from 

TEC & RBI which is .393 

Without 
income lag 

With 

income lag 




• 

(1) 

(2) 

(3) 

(4) 

1948-49 


101 

.511 (TEC) 

52 

54 

40 

41 

1^9-50 


105 

.230 ( „ ) 

24 

15 

41 

26 

1950-51 * 


67 

.384 (RBI) 

26 

41 

26 

42 

1951-52 


108 

.477 ( „ ) 

52 

47 

42 

39 

1952-53 


98 


.. 




Total 1948-49 . 







to 1951-52 [ 



154 

157 

149 

148 

(4 years) 

> 











Rangnekar's estimates as 

Our estimates 




published by him 







(5) 


(6) 

1948 49 




59 


43 

- 46 

1949-50 




41 


12 

- 13 

1950-51 




41 


29 

- 31 

1951-52 




47 


47 

- 50 

Total 




188 


131 

-140 


The lowest of \hese, columns (3) and (4), are nearer our estimate. 
Without seeking detailed reasons for this we note that*the major reason 
of large discrepancies still occuring when we work with the annual ratios 
of the TEC and RBI samples is the fact, stressed by us earlier, that the 
annual figures of company incomes as given by Income-tax sources 
are not aecurate. And these inaccuracies do not cancel themselves out 
on such a short period (as a four-year) total. 

Dr. Rangnekar also does not take into account the clandestine 
transfer of Indian funds abroad (or part thereof), an estimate of which 
he furnishes while estimating the savings of* corporations for four 
years. We make an attempt in this direction in the next sub-section. 
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1.5 An estimate of possible corporate savings our of hidden profits 

(a) It is well known that during the war and post-war years, one of 
the methods by which funds were smuggled out of the country was by 
means of under-valuing the export invoices and over-valuing the import 
invoices, A very large part of these funds were used to finance the smugg¬ 
ling of gold into the country which only increased ho;'rding But some 
part of the funds was also utilised in acguiring genuine capital assets 
abroad, as the recent repatriation of capital from abroad recorded 
by the SIFLA shows 2 . The same source mentions that one of the waj^s 
in which import of capital goods has been financed recently is by the 
issue of shares of new companies against the delivery of capital goods 
It is possible that some import of capital goods could also have been fi¬ 
nanced out of the invoicing practice that we mention here. 

A rough estimate of the funds that may have been smuggled out of 
the country by invoicing arrangements is presented below: 


Table 4. clandestine transfer of Indian funds abroad through 
TRADE CHANNELS 1948—55 

{Amounts in Rs crores) 


Year 

Amount 

Year 

Amount 

1948—49 

39 

1952—53 

51 

1949—50 

43 

1953—54 

44 

1950—51 

49 

1954—55 

51 

1951—52 

67 

1955—56 

52 


Total 1948—55 

396 



For method of estimation and sources, see Appendix 111. 


1 Rangnekar, Poverty and Capital Development in India (OUP, Issued by the 
Royal Institute of International Affairs, London 1958), p. 220. 

2 Report //, p. 83; see ^Iso supra, pp. 48—49n. 

3 Report //, p. 84. 
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(jt)) It is of course not certain that all these were transactions of incor¬ 
porated enterprises. It is quite likely that many of these transactions have 
been carried on by partnership and other unincorporated enterprises. 
Due to this borderline nature, it is not easy to determine what part of 
these funds could be attributed to corporations. But leaving this question 
open, we may perljaps do better to attempt a notional estimate of what 
part of these clandestine transfers return to India not as smuggled treasu¬ 
res (to increase hoarding) but as capital investments and which can 
therefore be treated as genuine savings. 

SIFLA Report IT estimates that between July 1,1948 and December 31, 
1953, capital amounting to about Rs 45 crores was repatriated to India 
from nearby countries like Ceylon, Malaya, Burma, etc^. The average 
annual repatriation of capital works out to Rs. 8 crores. Report III 
does not appear to have continued the estimate, but let us assume that 
the same annual inflows continued during 1954 and 1955 also. 

Knowing that the major part of the holdings of assets by Indians in 
these countries belongs to individuals rather than to joint-stock 
companies, let us assume that only one-fourth of the repatriation accrues 
to the joint-stock companies, i.e., Rs 2 crores annually. 

SIFLA also makes an estimate of shares of Indian joint stock companies 
acquired by foreigners in the following manner: Indian companies 
‘‘import goods on a consignment basis but do not fully remit the pro¬ 
ceeds of the sale of these goods to the consignor companies. It is believed 
that a large part of the investment in the oil refineries was received in 
this manner”. The advantage is that under the existing regulations, 
the Indian firms n^ed not secure the previous permission of the Exchange 
Control Department of the Reserve Bank of India so long as these 
imports are covered by valid import licences 2. SIFLA estimates such 
inflow of foreign capital as a residual after deducting from the census 
total of net increase in foreign investments net cash transfers and the 
estimated amount of retained earnings by foreign firms. The investment 
in kind accruing to foreigners is thus estimated at Rs 85 crores for 
the period between July 1, 1948 and December 31, 1953 and Rs 19 
crores for the two years 1954 and 1955 ^ or Rs 15V2 crores annually 

1 SIFLA, Report //, p. 83. • . 

2 Ibid, p. 84. 

3 SIFLA, Report HI, p.* 18. 



62 


BUSINESS SAVING IN INDIA 


during the first period, and Rs 9V2 crores annually during the second; 
for the two periods together, an average of Rs 14 crores annually. 

We may now pose a question: If Indian companies can import capital 
goods in the above manner, what prevents them from importing capital 
goods on payment of their undisclosed profits transferred abroad by 
the invoicing practice referred to earlier? If we agree tjiat this is possible, 
the real difficulty is how to estimate its extent. It may be quite reasonable 
to assume that an import of capital goods in this manner is about half 
that taking place through the issue of company shares to foreigners. 
For the years between 1948 and 1955 this would then be an annual 
amount of Rs. 7 crores. This and the annual capital repatriation of 
Rs 2 crores mentioned earlier gives us an aggregate capital repatriation 
of Rs 9 crores. Let us round it off to a figure of Rs 10 crores. 

We have seen in Table 4 that the clandestine transfer of funds — 
profits, presumably — averaged during 1948—55 approximately Rs 50 
crores annually. It may be reasonable, therefore, to think that some¬ 
thing like 20 percent of such funds flowed back into the country as 
capital of joint stock companies and constituted genuine saving for the 
latter. Applying this ratio to the figures of Table 4, we finally present 
an improved version of our estimate III of Table 2 and bring it out in 
Table 5 on p. 63. We must state that we have made no attempt to identify 
the part of undisclosed profits that is retained in India from which some 
saving (as opposed to hoarding) is likely to occur. Perhaps such measures 
as demonetisation of high-denomination currency notes were quite 
effective and genuine saving out of such funds at home was made dif¬ 
ficult and this drove funds abroad. Frankly, we have hardly any clue 
to the question of making even a notional estimate of hidden profits 
within the country and therefore we leave it untouched L 

L6 The Final estimate of corporate savings 

The position that finally emerges is brought out in Table 5. 

* A very large part of such profits retained within the country must have been 
turned into real property — by acquiring (and building) houses, land, estate, etc. 
Except for building new houses and effecting improvement on land (which is hardly 
likely), such saving is only cancelled out by dissaving elsewhere in the economy, so 
that it adds little to the aggregate national saving. 
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Table 5. estimate of corporate savings with corrections for 

REPATRIATION OF UNDISCLOSED HOLDINGS OF INTERNATIONAL ASSETS 

(Rs crores,) 


Col. No. 

' (1) 


(2) 


(3) 

Year 

Estimate III of Table 2 

Additions 

for 

correction 

Final 

estimate 

(a) 

(b) 

lower 

upper 

1946 


35.28 

(10.00) 

40.02 

45.32 

1947 

24.96 

26.70 

10.00 

34.96 

36.70 

1948 


46.13 

7.80 

50.93 

53.93 

1949 

12.17 

12.97 

8.60 

20.77 

21.57 

1950 

28.55 

30.54 

9.80 

38.35 

40.34 

1951 

46.58 

49.82 

13.40 

59.98 

63.22 

1952 

13.32 

14.25 

10.20 

23.52 

24.45 

1953 

25.40 

27.17 

8.80 

34.20 

35.97 

1954 

33.61 

35.95 

10.20 

43.81 

46.15 

1955 

55.42 

59.28 

10.40 

65.82 

69.68 

Total 

1946—55 

312.96 

338.09 

99.20 

414.14 

437.33 


Sources and method of estimation; 

1. From Tabic 2. 

2. Calculated at 20 percent of annual figures in Table 4. For 1946 and 1947 rough 
average of the later 8 years taken. These years may not have seen the return 
flow, but we have neglected the time lag, assuming that these years must have 
seen some amount of investment at home out of these hidden profits, any way. 


2. FOREIGN ENTERPRISES 

In our estimates of retained profits of corporations in India, we have 
ieft out so far, as indeed all such estimates do usually leave out, the 
entire sector of foreign enterprise. However, as wte have argued in the 
preceding chapter, it is necessary to provide a separate estimate of the 
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profits of foreign business retained and re-invested in India. Fortunately, 
the task has been facilitated by the RBI Survey of India’s Foreign 
Liabilities L An analysis of the Survey (conveniently called SIFLA) 
Reports gives sufficient insight into the practice of profit retention by 
foreign companies in their Indian business. If proper analysis is made, 
it also throws very important sidelights on the dimension of foreign 
enterprise and its relative position vis-a-vis the modern Indian business 
sector (private) as a whole. 


2.1 Types of foreign business investment in India 

The SIFLA Reports classify foreign business investments in India 
under two main heads:- (1) Direct investments, and, (2) what they call 
portfolio investments. 

(1) Direct investment consists of (a) investment in branch organi¬ 
sations of foreign firms, and (b) investment by foreigners in ordinary 
shares of Indian joint stock companies (i.e., companies registered in 
India) which are controlled by foreigners. 

(2) All investments by foreigners in Indian joint stock companies 
whose control rests in Indian hands, are treated as “portfolio” invest¬ 
ments of foreigners. These consist of risk capital (ordinary and deferred 
shares) and debt capital (preference shares and debentures). It appears 
that debt capital invested even in those Indian companies which are 
controlled by foreigners is treated as portfolio investment. 


2.2.0 The figures of foreign investment 

We shall go into the question of the figures of foreign investment and 
the relative proportions of their components in some detail. 

The figures of foreign investment as presented by the SIFLA Reports 
can be compiled in a table as on next page. 


1 Three Reports have been published, viz.. Census of India's Foreign Liabilities 
and Assets As on June 30, 1948, and Reports on the Survey of India's Foreign Liabdities 
and Assets As on 31st December and on 31st December 1955 respectively. We shall 
refer to these Census and Surveys as SIFLA and to the Reports as Reports /, II & 
III respectively. 
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Table 6. foreign business investment in India 
(Amounts in Rs crores.) 


As on 30.6.48 

As on 31.12.53 

As on 31.12.55 

1. Direct: 




(a) Branches ^ 

(b) Shares in Indian 

162.11 

232.01 

267.67 

joint companies con¬ 
trolled by foreigners 

75.04 

117.26 

143.59 

Total Direct 
li. Portfolio: 


349.26 

411.26 

(a) Ordinary shares / 

(b) Debt capital \ 

50.42 

57.79 

12.26 

55.29 

14.09 

Total Portfolio 


70.05 

69.38 

Grand Total 

287.57 

419.32 

480.64 


Source: SIFLA Reports // & III. 


From these figures, straight percentages are drawn in the Reports * 
in a somewhat verbal form. Presenting it in a systematic form the picture 
in terms of percentages is as follows: 


P e 

As on 30.6.48 

r c e n t a g 
As on 31.12.53 

e s 

As on 31.12.55 

1. Direct: 

(a) Branches 

56.6 

55.4 

55.7 

(b) Shares in * con- 

trolled Indian com¬ 
panies 

26.0 

27.9 

29.9 

Total direct 


83.3 

85.6 

II. Portfolio: 

(a) Ordinary shares f 

17.4 

13.8 

11.5 

(b) Debt capital \ 

2.9 

2.9 

Total Portfolio 


16.7 

14.4 

Grand Total 

100.0 

100.0 

100.0 


Cf. Report //, p. 0. and Report p. 13. 
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2.2 J The fallacy of figures 

The fallacy behind these figures of investment and their ratios lies 
most patently in adding up items that do not add at all: the items placed 
under the portmanteau term ‘Investment” refer to quite different things. 
This becomes clear when one carefully reads through the description 
of the computational bases of the various categories of investment 
given in the Reports. For instance, branch investments refer to the total 
assets of the branches of foreign firms in minus the liabilities of these 
branches owed to Indians (companies or persons), while foreign invest¬ 
ments in controlled and wncontrolled Indian joint stock companies refer 
to (i) equity values of ordinary and deferred shares, and (ii) original 
values of preference shares and debentures *. By equity is meant what 
elsewhere we have called net worth; i.e., paid-up capital plus reserves 
plus balance of profit 

One cannot simply add them, as the RBI has done, without first 
reducing them in some way or other to one common term. It is only 
logical, then, to suspect that the fallacy of adding difi'erent things gives 
a distorted picture of proportions. 

Within the limitations of the data made available in the Reports, 
we shall try to work out tentatively an approximation to the appro¬ 
priate figures and their proportions both with respect to foreign invest¬ 
ments and to foreign business, as above, and their relation to the total 
corporate or organised ^ investment and business in India. We shall do 
this in order to demonstrate a correct method. The resultant set of 
figures and proportions will remain no more than approximations 
until the basic data have been improved by the SI FLA. 

As our argument cuts across the RBI classification of foreign invest¬ 
ments presented in Table 6, it is just as well that before proceeding to 
work out the figures and their proportions, we formally present our 
classification of foreign investments. 


1 Report ///, p. 28. 

2 Ihici, p. 29. 

In India the expressions “organised business or industries sector”, “corporat¬ 
ions” and “modern business scclor” arc used synonymously since they refer to the 
same things. Branches of foreign firms are treated in the same category, irrespective 
of whether in their home country they are incorporated or unincorporated. 
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2.2.2 A re-classification of foreign investment 

For our purposes it will be more appropriate to re-classify foreign 
investments in India as follows; 

A. Investment in branch business of foreign firms 

B. (i) Risk capita^ of foreigners in Indian companies controlled by 

foreigners. 

(ii) Risk capital of foreigners in Indian companies not controlled 
by foreigners {controlled by Indians) *. 

C. Debt capital owned by foreigners in both controlled and uncontrolled 
Indiafl companies. 

The most important point is the separation of (A) and (B). This is 
done for two reasons. Firstly, as mentioned before, the bases of com¬ 
puting their values are completely different. Branch investments are 
computed as total assets of branches minus their liabilities to Indians, 
whereas risk capital which consists of ordinary and deferred shares is 
stated as equity values, equity defined as the sum of paid-up capital, 
reserve funds and balance of profit. This is true for controlled as well as 
uncontrolled Indian companies. 

Secondly, statistics of (A) arc a class apart. They are distinct from all 
available statistics of Indian joint stock companies, while much of (B) 
— e.g, paid-up capital — is mixed up with the statistics published by 
the Registrar of Joint Slock Companies. To this extent, much of the 
savings out of profits of this group of business has already been included 
in our estimate of corporate savings (Table 2). (C) is debt capital, sig¬ 
nifying no ownership. We shall neglect this item altogether. Much of this 
small item will anyhow have been included in the figures of total capital 
employed that we shall use in our analysis. 

2.2.5 Reduction to a common term 

In •our attempt to find out the ratios of the different components 
of foreign business, the first task is to reduce the figures of (A) and (B) 

* Control of Indian companies is obtained by foreign firms not necessarily by 
holding a majority share of capital. See RBI, SIFLA Report III, p. 28: “The ele¬ 
ment of control stems from the agreement between the (foreign) managing agent 
and the (Indian) company rather than from the ownership of shares of the latter 
by the former." 
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in our re^lasiitied scheme to common iigure. The more accurmc thi, 
reduction, the more correct wiU be the ratios derived ^ 

Supposing, we have the figures of assets on the one hand, and figures 
of net worth on the other. For a proper comparison, we have either to 
reduce the asset hgure to net worth figure (mark the coincidence of the 
logical term and the statistical operation, since net ^worth covers but a 
part of the assets), or convert the net worth figure into asset figure. Sta¬ 
tistically, the latter is an operation of what is called blowing up or step¬ 
ping up, while on the logical plane the process remains a reduction 
nonetheless. A selection of one or the other of the statistical operations 
will not affect the result so far as the proportion to be derived is concerned, 
as long as we reduce the two types of investment ( A) and (B) to one com¬ 
mon term. 

Actually, however, the SIFLA figures of group A (branch investment) 
represent neither total assets nor net worth, while the investments of 
group B (direct and indirect foreign investments in Indian companies 
neglecting debt capital) are clearly given as net worth figures. Therefore, 
we have to clarify first of all what exactly the SIFLA estimate of branch 
investment represents. 

As stated earlier, by branch investment, SIFLA refers to total assets 
of the branches of foreign firms in India minus the liabilities of these 
branches owed to Indians (companies or persons). That is to say, the 
assets of the foreign branches in India are presented net of the liabilities 
of the branches to Indian companies and ^persons’ ^ and then such net 
assets are treated as “investments”! It is clear that these net assets are 
‘net’ in the balance of payments sense only. In the real investment sense 
of the term, net assets should simply mean assets net of depreciation. 
This should mean that when we are measuring the extent of the business 
of foreign branches, we should take their total assets held in India net 
of depreciation, but gross of liabilities to Indian “persons”. 

Perhaps this point can be made clearer with the help of a balance 
sheet. The picture presented by the balance sheet of foreign branches 
is shown as follows: 

^ The exact legalistic formulation is “Their (of the branches) total liabilities to 
‘persons* resident in Indid\ Report lU, p. 28. Here the word ‘persons’ includes in¬ 
dividuals as well as companies since from the legal point of view a company is 
treated as a corporate personality. 
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Combined balance Sheet of all Branches of Foreign Firms in India 

Liabilities 

Assets (net of depreciation) 

a) to foreigners (fif) 


b) to Indians (Lj) 

• 

Total liabilities (L) 

= Total assets net of depreciation 


(A) 


Thus the total liability, L ^ Lf I L^; and also the total assets net 
of depreciation, A = Lf ) Lj. 

The figures of assets of foreign branches presented in the Reports 
are not A, but (A — Li), which is the same thing as Lf. 

We must therefore add Li to the figure of branch assets (which the 
Reports call investments) presented in the Reports, 

Now, the figure of total assets of foreign branches is not be found 
uniformly in the Reports. We have examined Reports II and ///, and 
found that the total assets of foreign branches in India can be deduced 
from Statements 10, 11 and 12 of Report II (Total Indian Liabilities 
and net position of branches of foreign firms and companies) assuming 
that these refer to assets net of depreciation. The same types of state¬ 
ment are not repeated in Report Illy from which it is difficult to get 
any comparable fibres of total assets of foreign branches held in India. 

• 

2.3 The actual percentages of the types of foreign investment 

We can therefore apply the method of reduction to one year only. 
The resultant picture of the percentage share of different categories of 
foreign investment is brought out in Table 7 on the next page. 
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Table 7. corrected percentages of foreign investment in inpia 
BY TYPES, AS ON DECEMBER 31, 1953 . 


Type 

Business 
total assets 

(Investment - equity) 

Percentages 

according 


Rs Crores 

Per¬ 

centage 

Rs Crores 

Per¬ 

centage 

to 

SIFLA 3 

A Branches 

557 (1 

60.5 557.32X.481(3= 268 

60.5 

56.9 

B Equity (175 x 

1000 , 

) 364 

4S1 

39.5 

175 

39.5 

43.1 

(i) Controlled 






1000 

(175 x~-) (3 

243 

26.4 

117 

26.4 

28.9 

(ii) Uncontrolled 






1000 . 
(58X—)(i 

121 

13.1 

58 

13.1 

14.2 

Total A f B 

921 

100.0 

443 

100.0 

lOO.O 


> Taken directly from Report II by adding up figures of India's liability to for¬ 
eign branch business (which is the same thing as foreign branch assets in India) 
given in Statements 10, 11 and 12. 

2 Proportion of net worth to total assets (net of depreciation) as obtained from 
RBI sample for the period 1950—55. 

3 Worked out from Table 6, excluding debt capital, for thc^sake of a comparison. 


It has been possible to introduce corrections to the figure of branch 
investment only. The ‘net worth’ equivalent of branch investment is 
Rs 268 crores instead of 232 crores. As a result, the picture of percentage 
shares of the various categories of foreign investment changes slightly; 
— the share of branch investment increases and the share of the rest 
correspondingly decreases. Perhaps if the SJFLA itself had adopted our 
method, it might have led to a certain re-examination (and revision), 
of the figures of the branches. Further, if it collected the assets figures 
of indirect investments also, it might be excepted to change the picture 
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of proportions for the purpose we have in mind. At any rate, whether 
it did or did nQt substantially alter the picture, the percentages obtained 
would be definitively more reliable. 

The R.B.I. set out to determine the country’s balance of payments 
position as well as the international investments position t. Actually, 
however, in the SIF^A Reports the latter appears more as a by-product 
of the former than as an objective in itself. The reason is of course the 
inherent difficulty of the subject and of^ the statistical data tc\ be dealt 
with. For instance, in the case of branch investments, as the Reports 
state, long-term investments cannot be separated from short-term 
ones 2. But nevertheless, we feel that if an economic analysis of the 
type we have attempted is kept in view, the presentation of the data 
can be oriented and improved accordingly. 

We now turn to our main tasks of comparing (a) the extents of Indian 
and foreign business in India and their respective proportions, and 
(b) their respective extents and proportions of profits retained in business. 


2.4 Relative ratios of Indian and foreign business 

The branches of foreign firms operating in India constitute some of 
the most highly organised business firms in India. There can be no 
hesitation, therefore, in treating them at least on a par with the Indian 
corporations insofar as the organised nature of the business is concerned. 
The sum of the biMiiness represented by the foreign branches and the 
Indian joint stock companies can be given the name of,“organised pri¬ 
vate business sector” and be considered in this sense as the total company 
sector. The relative position of this organised private business sector 
is shown for the year 1953 in Table 8 on the next page. 


• See the citation from the IMF’s request in Report / of SIFLA, p. 7. 

2 In such cases the RBI might at least indicate the relative proportions of the 
two by some means or another. 
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Table 8. relative positions of the sub-sectors of “ORGANFiED’- 
PRIVATE BUSINESS SECTOR IN INDIA, 1953. 


Sub-sector 


Kow derived 


Assets Percen- 
(Rscrores) tage 


I (a) Indian joint stock compa¬ 

nies excluding financial 
companies 

(b) Financial companies 
(Indian) 

(c) Sub-total l(a)-|-I(b) 

II Branches of foreign firms 

III Total 

Further breakdowns 

1. (i) Assets of Indian companies 

attributable to Indian share¬ 
holders only 

(ii) Assets of Indian companies 
attributable 

to foreigners but controlled 
by Indians 

(iii) Assets of Indian companies 
attributable to foreigners 
and controlled by foreigners 

Total Assets of Indian joint 
stock companies 

2. Total Assets of Indian compa¬ 
nies controlled by Indians 

3. Foreign investment (excl. capital 
lent) direct 


RBI-sample: ' 

100 

(1.010 N ) 

1,906 


deducting (a) 

310 


from (c) 

lUU 

(1.906 

2,216 

79.9 

Vide Table 7 

557 

20.1 


2,773 

lOO.O 

1(c)—l(ii)—l(iii) 

1,852 

66.8 


Vide Table 7 

121 

4.36 

Do 

243 

8.76 

I(i)fl(ii)+l(iii) 

2,216 

79.9 

(l(i)+l(ii)) 

1,973 

71.15 

(11 fl(iii)) 

800 

28.85 

2-f3. 

2,m 

100.0 . 


(Table concluded on next page) 


Total 
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Tat^e 8 {concluded) 


» 

Sub-sector 

How derived 

Assets 
(Rs crores) 

Percen¬ 

tage 

4. Foreign investment (Direct & 
portfolio exl. cilpital lent) 

5. Total foreign investment (direct 

(II) + l(ii)+l(iii) 

921 

33.2 

& portfolio excluding capital lent) 

• 

921 

JOO.O 

(a) Branches 

(b) Shares in Indian companies 


557 

60.5 

attributable to foreigners and 
controlled by foreigners 


243 

26.4 

(c) Direct foreign investments 

(d) Shares in Indian companies 

5(a) -i 5(b) 

800 

86.9 

attributable to foreigners but 
controlled by Indians 

Vide Table 7 

121 

13.1 

5. (d) as percentage of 2 (Assets 




of Indian companies controlled 
by Indians) 



6.1 


2.5 Profits retained by foreigners in their Indian business 

The Reserve Bank of India, in its Reports on the Survey of India’s 
Foreign Liabilities and Assets, has estimated the profits of foreign 
investments in India retained in India. These have been given in lump 
sums for two periods as follows: 

• 

Table 9. PRonrs retained by foreigners in their Indian business, 

1948—55 


Period 


Profits retained in India 
(Rs crores) 


1. July 1948 to December 1953 (5V2 years) 70 

2. January 1954 to December 1955 (2 years) 2^ 

3. Total for 7'/2 years, 1948—55 , 93 


Source: Report III, p. 18 
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It appears that these retained profits relate to “direct” investments oply. 
It may be of some interest to note that Report U gives a breakdown 
of earnings retained in India for item No. 1 — Branches kept Rs 40 crores 
and ‘subsidiaries’ Rs 30 crores. It is clear that they held their retained 
earnings in India relatively less than the “subsidiaries” which pre¬ 
sumably refer to the controlled companies: Of the *otal direct invest¬ 
ment of foreigners in India the branches accounted for 70 percent and 
the controlled companies for 30 percent, whereas of the total amount 
retained in Indian business (Rs 70 crores) by all direct foreign business, 
the branches accounted for 57 per cent (13 percentage points lower than 
their share of business) and controlled companies, 43 per cent (i.e., 
13 percentage points higher than their share of business). 

2.6 A comparison with profit-retention by Indian companies 

We can now institute a rough comparison of profit retention by 
foreign companies in India with that by Indian companies. 

We take into account only “direct” foreign investments. The amount 
of profit retained (saving) has been viewed as a ratio of net worth *. 

A, For the period 1948—53 {5^1 2 years) 

. The annual rate of retention by direct foreign 
business was .... 70-:-5.5, i.e. Rs 12.73 crores 

Rs 12.73 crores as percentage of net worth, 1953 
(Rs 385 crores) 3,3 percent 

. For a comparable period, 5 years from 1948 to 
1952, the annual retention by Indian companies was . . 

153.515 Rs 30.70 crores 

In order to eliminate overlapping of savings attribu¬ 
table to foreigner-controlled investment in Indian 
companies, we reduce 30.70 by a ratio 243 : 2216 -11 

We get 30.70 x 11 - 3.38 

Thus (30.70 — 3.38) is the saving attributable to Indian 

investments in Indian companies — i.e., Rs 27.32 crores 

Rs 27.32 crores as percentage of the appropriate net 

worth (Rs 949 crores) = 2,9 percent 

« 

I For the reasons given at the end of § 3.2.2.3, we can obtain an accurate figure 
of net worth of foreign investment for the year 1953 only. Our figure of net worth 
therefore relates only to that year. 
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thus see that the rate of retention as applied to the net worth of 
1952 (not to Ffofits) were lower in Indian business than that in foreign 
business in India during the period under consideration. 

B, For the years 1954 and 1955 * 

Calculating on the same lines:- 
. Annual foreign retention ^ 

Do as percentage of net worth 
. Indian retention for two years Rs 95.11 crores 
. To njake it comparable we reduce 95.11 — 

(19.11 X .11) " Rs 84.65 crores, i.e., annually 
Do as percentage of net worth 


Rs 11.50 crores 
3D percent 

Rs 42.33 crores 
4.5 percent 


Thus, during 1954 and 1955 we notice a great reversal: the rate of 
retention by Indian companies increased considerably while that by 
foreign business slightly declined. The net result was that the rate of 
retention by Indian business became indubitably higher than that by 
foreign business 2. 

This aspect will come in for a more detailed analysis in our chapter 
on profitability of business. 


3. UNINCORPORATED ENTERPRISES 

The biggest difficulty by far, as we have shown in the preceding chapter, 
is encountered in estimating the savings of unincorporated enterprises. 
We have already remarked that with the exception of the Princeton 
Study, hardly any other study on the subject for anj^ other country 
has been published 

In India, the credit for making the first, and to our knowledge, the 
only effort made albeit in the most elementary form, goes to Messrs. 
Muklierjee and Ghosh. 

* For India, only the estimates of III (b) of Table 2 have been used. No account 
has been taken of savings out of hidden profits since similar corrections for foreign 
firms’ saving have not been made. 

^ 2 Cf. also SIFLA, Report HI. p. 19. 

3 Some results of the analysis of Consumer’s Survey stydy of 1950 (in the U.S.A.) 
have been recently published. (See Kravis’ article in the American Economic Review, 
June 1957). 
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3J {a) Mukherjee and Ghosh's method 

In their estimate for one year only — viz., 1949—50*'— Mukherjee 
and Ghosh adopted an income-minus-expenditure method — a basic 
variant of the profit-minus-dividend method which they used for deriving 
the savings of corporations. For the unincorporated sector, they derived 
the income item from income-tax figures of the umber of Assess¬ 
ments, Total Income Assessed, and Totrl Tax Demanded on Difierent 
Types of Business and Professional Income” K 

They netted the assessed income of all business and professions by 
deducting income-tax and super-tax demands. Then they deducted the 
incomes of corporate enterprises and professions, and obtained a residue 
which they treated as the income of unincorporated enterprises. 

Finally, they multiplied an estimated average family expenditure by 
the number of families estimated to belong to this sector. They deducted 
the resulting figure from the income and thus arrived at an estimate of 
savings of unincorporated enterprises. 

(b) M — G's estimate 

We reproduce below the available details of their estimate 2 : 

INVESTIBLE PROFITS OF UNINCORPORATED ENTERPRISES, INDIA 1949—50. 

Rs, Crores 


1. Income of all business and professions in 1949—SO 361.73 

2. Less income- and super-taxes —112.35 ♦ 

3. Net income of all businesses and professions in 1949—50 249.38 

4. Less net income of corporate enterprises —105.46 

5. Less net income of professions — 23.03 

6. Net income of unincorporated enterprises 120.89 

7. Less estimated average consumer expenditure 

@) Rs 6,000 per family per annum for 100,000 families — 60.00 

8. Estimated investible profits of unincorporated enterprises 6u.89 


* The figure quoted in Taxation Enquiry Commission, loc. cit., from the All India State¬ 
ment No. 4 of all India Income-tax Revenue Statistics, is Rs 102 crores instead of 112 crores. 
If the figure quoted by the T.E.C. is correct, then there is a direct error of under-estimation 
of savings by Rs 10 crores. 

1 Vide TEC Report, Vol. H, Appendix A. 

2 Loc, cit. 
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(r) ^ scrutiny of Mukherjee and Ghosh*s method 

Item no. 7 is of the most crucial importance; in particular, the number 
of families that has been estimated to represent the ownership of this 
sector. We shall therefore scrutinise this item. 

We take it that the average family expenditure has been estimated 
from the All lndi\ Survey data. We do not propose to examine this 
part. We shall concentrate oui; attention on the estimate of the number 
of families. 

The number of assessments attributable to the unincorporated enter¬ 
prises for the year 1949—50 can be directly calculated as follows: 

NUMBER Of ASSESSMENIS Of UNINCORPORATED ENTERPRISES 1949—50. 


1. Total number of assessments of all business and professional income 235,571 

2. Less number of assessment of professions — 29,035 

3. Less number of companies (corporations and other concerns assess¬ 
able at company rate) — 7,349 

Equal - 

4. Total number of assessments of unincorporated enterprises 199,187 


Sources: Items 1 and 2 from the Report of the Taxation Enguiry Commission 1953 —54. 
Vol. II., p. 387 (taken from All India Statement No. 4 of AH India Income-tax Revenue 
Statistics). 

Item 3: Income-tax data as published in the Statistical Abstract, India 1952—53 (New 
Series No. 4, Issued by Central Statistical Organisation. Government of India), p. 299. 


On the other hand, Mukherjee and Ghosh have estimated that 100,000 
families represent the unincorporated enterprises. This boils down to 
assuming two assessments per family. 

Now, it is quite possible that more than one member of such families 
runs his own business; at any rate, there can be no objection in principle 
to such a possibility. It is therefore necessary to factually ascertain 
how close to reality the estimate is. It is quite clear, however, that the 
estimate of this figure directly affects the estimate of saving. 

Ifj for instance, one assessment per family is assumed instead of two, 
there would be no saving at all (nor any dissaving). Two assessments 
per family would give a saving of Rs 61 crores, as shown by Mukherjee 
and Ghosh. Three assessments per family would show a saving of Rs 81 
• crores instead of Rs 61 crores, — and so on. 

Because the bases and the sources of the estimate of the number of 
families are not available to us, we are not in a position to test the vali- 
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dity of the estimate given by Mukherjee and Ghosh. Considering, the 
doubtful nature of the crucial estimate of the number of households 
to be included in the item of expenditure of this sector, we abstain from 
using this method of estimating the savings of unincorporated enter¬ 
prises. 

And in any case, even if the estimate could be perfected on these lines, 
the approach touches only the fringe of the unincorporated enterprises 
sector. We shall demonstrate this presently. 

3.2 A radically different approach to the problem 

We propose to indicate a line of approach which differs quite radically 
from the one adopted by Messrs. Mukherjee and Ghosh. 

3.2.1 Inadmissibility of using income-tax data in the case of 
unincorporated enterprises 

As we have pointed out, Mukheijee and Ghosh have used an identical 
approach towards both corporate and unincorporated enterprises so 
far as the figure of income is concerned. 

This cannot be justified. For while by and large the whole corporate 
sector is likely to be represented in the income-tax data, by far the 
largest part of the unincorporated sector is not represented in the in¬ 
come-tax data. 

M-G’s estimate (of income and saving) relates to the taxed part 
of the unincorporated sector. Since the main objective is to estimate 
the saving of the unincorporated sector of business, the taxed part could 
be considered to represent the entire unincorporated sector only on 
the assumption that the whole unincorporated sector, except the taxed 
part, does not save at all. 

Such an assumption has neither been stated, nor proved. 

In our opinion, there exists no warrant for such an assum[)tion. 

The number of assessees involved in the M-Gestimate of unincorporated 
business saving is 199,187. Against this we can identify at least 5 million 
people belonging to the category of unincorporated enterprises who 
earn an income below the income-tax range, and who are yet in a posi-. 
tion to save. 

In what follows we work out this reasoning and then illustrate the 
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way we utilise this line of reasoning to indicate a fresh approach in 
estimating the savings of unincorporated enterprises. We also even¬ 
tually indicate a rough order of the magnitudes involved. 

i.2.2 (/) Determination of income from national income data 

The final tables ‘^f national income by industrial origin are presented 
in the Final Report of the National Income Committee (February 1954) 
under four major industrial sectors. We reproduce all the breakdowns 
on the next page. (In order to give a notion of the sectoral shares, we 
also give net outputs for one year only). 

Wc can rule out class IV. Small parts of I, c.g., parts of animal hus¬ 
bandry, forestry and fishery, do enter monetary exchanges and arc in 
the nature of business. But very little of animal husbandry business 
is likely to yield an income from which saving becomes possible. Forestry 
is mostly a state enterprise, and if it is profitable, it is largely in the 
government sector. Private forestry is negligible. Fishery is for the most 
part an even less profitable business than agriculture. 

Thus we can safely neglect I. 

It is in IJ and in 111 (12) that we should expect to find the majority 
of the unincorporated enterprises relevant to a saving estimate. 

(//) Identification of the income of unincorporated enterprises within 
categories II & III (72) 

We have now the task of identifying more specifically the income that 
is relevant for our purpose as the income of unincorporated enterprises. 
This we shall have to do by a more careful process of elimination from 
proximate items which are mixed up together. 

Taking item numbers 5, 6 and 7 under class II, we can get the inco¬ 
me of unincorporated enterprises if we deduct from the class total 
the income originating in the corporate sector — the latter roughly 
defined as the sum of wages and operating surplus (neglecting interest 
and rental payments); provided that income originating in public 
^enterprises has been eliminated. 

We can omit item no. 7 (small enterprises) altogether for the purpose 
of determining the incojne of unincorporated enterprises relevant to 
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Items Net output 1950^—51 

(Rs Ahja * or milliard) 


I Agriculture 

1. agriculture, animal husbandry and ancil¬ 
lary activities t' 47.8 

2. forestry , 0.7 

3. fishery 0.4 

4. total of agriculture 48.9 

II Mining, manufacturing and small enterprises 

5. mining 0.7 

6. factory establishments 5.5 

7. small enterprises 9.1 

8. total of mining, manufacturing and 

small enterprises 15.3 


/// Commerce, transport and communication 

9. communications (post, telegraph and 


telephone) 0.4 

10. railways 1.8 

11. organised banking and insurance 0.7 

12. Other commerce and transport 14.0 

13. total of commerce, transport and com¬ 
munication 16.9 

IV Other services 

14. Professions and liberal arts 4.7 

15. government services (administration) 4.3 

16. domestic service 1.3 

17. house property 4.1 

18. total of other services 14.4 


Grand total 95.5 


* 1 Abja 100 crores — 1 milliard 1 billion. 
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saving estimates because the average per capita income of this sector 
is very much below the all-India average household expenditure. This 
point is explained in some detail in two subsequent paragraphs. 

The problem connected with III (12)(“other commerce and transport”) 
is simpler. 

We eliminate “(jther transport” from the item on grounds similar 
to those (though not exactly the same) on which we eliminate “small 
enterprises” from class 11. Whht remains is the income of “other com¬ 
merce”. This is available in two breakdowns: 

(i) income of employees, and 

(ii) income of employers and independents. 

It is only the latter — (ii) — that is relevant. These employers and 
independents number over five million L It is to this group that a refe¬ 
rence has been made at the beginning of this section. The average annual 
income per earner was around 1,950 rupees during the years 1948—50 
(three years). This income lies largely below the taxation floor, and yet it 
can be considered relevant to saving. The reasoning is briefly argued 
out with the help of the average family income and expenditure figures. 

Any income of corporate employers included in this total is taken 
care of by eliminating the operating surplus of corporations. 


(Ill) Determination of average household expenditure 

We can determine the average household expenditure by the simple 
formula 


Y —Eg—K 
H ~ 


Eb 


^ N.I.C. Final Report, Table 24, p. 82. Cf. the following: — 


Year 


Number of employers 
and independents 
(million) 


Earning per head Total income 

(Rs) (Rs. crores) 

(1 crore — 10 million) 


1948 — 49 

1949— 50 

1950— 51 


5.152 

5.188 

5.223 


1,950 

1,989 

1,987 


1,005 

1,032 

1,038 


6 
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where Y stands for national income 

Eg for government expenditure excluding government capital 
expenditure 

K for net capital formation 

H for total number of households in the country 

Eh stands for average consumption expenditure per household 


Thus, for the year 1949—50 



Amounts in Rs. crores 

Number (crores) 

Amount Rs. 

Y 

Eg 

K 

H 

Eh 

9,010 

540 

738 

6.85 

1,129 


Let us say that a sum of Rs 1,130 represents the average family ex¬ 
penditure for the year 1949—50. Since this average household expendi¬ 
ture is the average of a very, very large number, some 68.5 million units, 
it can be safely posited that for a rough approximation, only an average 
household income that is substantially above this household expenditure, 
is at all likely to generate saving. 

(A word about the choice of the year 1949—50. The N.I.C. Final 
Report in Table 18 gives income from small enterprises for the years 
1948—49, 1949—50 and 1950—51. The per head earning was highest 
in 1949—50, but was not very dilferent from that in 1950—51 which was 
Rs 659. Of the years for which figures arc available, we have thus chosen 
a year which gives the most favourable position fof small enterprises). 


{IV) Relevance of the figure of average household expenditure 

It follows, therefore, that an average household income above this 
figure makes saving possible. It does not follow, however, that every 
household having an income above this figure saves. Such an inference 
is neither made, nor is it necessary for our argument. The inference that 
is necessary and sufficient for our argument is that, speaking of large 
numbers, average houjchold incomes that lie below the point Ej, or 
ts neighbourhood are not likely to leave any surplus or saving; and. 
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average household incomes that are above the point or its neighbour¬ 
hood are likely to leave a surplus or saving. 

(i) It is by this criterion that we have omitted the item “small enter¬ 
prises” altogether from our consideration of saving estimates, since 
we find that for the year 1949—50, the average household income re¬ 
lating to the “smallienterprises” sector was hardly more than 900 rupees *. 

The income from “other commerce and transport” is given in two 
major breakdowns respectively for commerce and transport. 

(ii) Let us take “other transports” first. The per head earning in 
1949—50 was Rs 1,035. Since only 85 percent of the earners are “self- 
supporting” 2, the income per household comes to Rs 1,218. This means 
that it is some 90 rupees in excess of the average family expenditure. 
Knowing the type of enterprise that this activity involves for the most part, 
we consider that this margin places the sector on a borderline, but does 
not definitely indicate the existence of saving. We therefore leave it 
out also. 

(iii) On the other hand, 5J 88,000 employers and independents 
working on their own account, belonging to “other commerce”, had an 
average earning of Rs 1,989 per head which indicates a very clear 
margin for saving. 

More extendend attention must be given to this group. 


J Lstimuted thus: Average earning per head (vide N.l.C. Final Report, Table 18, 
p. 71) was Rs. 660. Same source (Table 2. p. 9) gives the distribution of working 
force in the category “production other than cultivation” from which it is found 
that 74 per cent are “self-supporting persons” and 26 percent arc “earning dependents”. 
Assuming the same riftios to apply to the small enterprise sector also and further 
assuming that a self-supporting earner is the head of a family (which is realistic, 
the number of earners who have no family to support being negligible), the family- 
income of the sector under consideration would be 100/74 x 660 - 892. If the ratio 
of “self-supporting persons” were higher than 74 per cent, the amount would be 
still less. 

2 The source and the method of computation is the same as in the preceding 
footnote. 

3 The family income cannot be computed for the following reason: 82 per cent 
of the working force in this group is shown as self-supporting earners. But this 
mostly refers to the “employees” who are excluded from our account, since their 

jwork does not constitute an enterprise. The proportions of self-supporting earners 
and dependent earners in this group thus remain indeterniinatc. The former is likely 
to be much higher in the case of employers and independents belonging to “other 
commerce”, if indeed it is not p, hundred percent. 
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( y) The case oj employers and independents belonging to other commerce'*^ 
further considered 

(a) This group represents chiefly the trading classes. The N.E.C. 
Final Report shows for 1950—51 5.2 million as the total number of 
employers and independents in ‘^other commerce” among which we 
can identify from the Census returns of 1951 as many as 4.8 million 
traders and moneylenders (the latter comprising only 0.14 million) ^ 
This is in itself significant. This occupational group is thrifty every¬ 
where. In India the name of this group (“bania”) is a bye-word for 
thrifty habits. 

(b) A more specific consideration which justifies the belief that this 
group did and does save is the fact that some 41 per cent of the entire 
rural credit is clearly financed by this group. If we include “relatives” 
and “agriculturist moneylenders” 2 (who usually have some minor com¬ 
merce or the other as a subsidiary occupation) the share can be as high 
as 86 per cent ^ 

1 Stat, Abs., 1953—54 

2 It is not clear whether the agriculturist moneylenders are included under the 
sub-heading “Money-lending, banking, and other financial business"'. — Vide Sta¬ 
tistical Abstract 1952—53, p. 36. 

3 Reserve Bank of India, All-India Rural Credit Survey, Report of the Committee 
of Direction, (Vol. I, part 2, p. 6) Bombay 1957. The enquiry related to the year 
1951—52. The agencies providing credits to the cultivators were distributed as follows 


Agency 


Percentage of credit given 


Government 2.7 

Co-operatives 3.2 

Relatives 11.8 

Landlords 2.2 

Agriculturist moneylenders 33.2 

Professional moneylenders 32.4 

Traders and commission agents 8.5 

Commercial banks 0.5 

Others 5.5 


Total 


100.0 


That moneylenders are also included by the N.I.C. in the group under discussion' 
is clear from the Census returns. Jt is also made explicit by the N.I.C. in Table 25, 
p. 83. We have drawn our data from Table 24, p. 82, — NIC Final Report. 
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{VI\ Schema for the procedure of determining the income of unincor¬ 
porated enterprises 

We have argued out the case for, and indicated the method of deter¬ 
mining the income of unincorporated enterprises. Our next task will 
be to discuss the j)roblems connected with estimating the saving that 
is done out of this income. It is better first to give a brief review of the 
method of income determination in a schematic form, stating sources 
and the method of estimation. This runs as follows: 


item 


Source & method of 
estimation 


1. Income of employers and independents belonging 
to “other commerce” 

2. Pius income from “factory establishments” 

.1. Pius income from mining 

4. Less salaries and wages of factory establishments 

5. „ salaries and wages of mining 

6. „ operating surplus of all corporations 

7. „ income generated by government (public) 
factory and mining establishments 


Equai 8. Income of unincorporated enterprises 


Final Report, N.I.C. t 

C.S.O., Estimate of National 
Income 1948-^9 to 1955-56 
Table 2, p. 2. 

Census of Manufactures 
Number employed x average 
wage per employee. 
Income-tax figures. 
Estimated by applying the 
ratio of “productive capi¬ 
tal” in public undertakings in 
electricity, industries, ports 
and Central Tractor 
Organisation 

to 

total productive capital in 
the private sector (organised) 
as given in the First Five Year 
Pian (p. 32). 107: 1472 or 
roughly .07. 


1 Fina! Report ofNJ.C., February 1954, p. 82. It gives the breakdown for the years 1948—49, 
1949—50 and 1950—51. The method of estimating for other years is mentioned in Appendix IV. 

3,2.3 The problem of estimating appropriate ratios of saving to income 

Once the income has been estimated in the manner shown above, 
•the next task is to estimate the saving out of that income. 

This can be done only with a carefully coifducted sample survey 
of family expenditure by types of community. The National Sample 
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Survey (N.S.S.) is the appropriate institution to undertake such a task. 
The published reports of the N.S.S. do not permit such an estimate. 

Even if such a survey is conducted, it will not be safe to obtain a total 
estimate of family expenditure for the sector concerned which we can 
deduct from the total income of unincorporated enterprises to get the 
saving estimate outright. There may remain a consif^erable discrepancy 
between the number of households involved in the income estimate, 
and the number of households involved'^in the family expenditure esti¬ 
mates; though indeed a highly resourceful organisation such as the 
N.S.S., with the careful analytical help of the Indian Statistical Institute, 
could be expected to remove the discrepancy K Anyhow, a much simpler 
way would be to determine from such surveys the appropriate ratios 
to be applied to the different items of income (e.g. 1, 2, and 3 in the 
schema) and thus arrive at our alternative estimate of saving. 

3,3 An alternative estimate of savings of unincorporated enterprises 

In the absence of a survey of the type indicated above, it is not pos¬ 
sible to give any firm estimate of the savings of unincorporated enter¬ 
prises -. We can therefore aim at doing no more than to give a notion 
of the region in which such an estimate is likely to fall. 

{a) Rough ratios of saving 

We can obtain such a notional estimate by assuming certain ratios. 
These assumptions are made on the basis of economic judgement, 
but they arc at best only informed guesses. Nevertheless, they can be used 
for indicating the lower, and possibly the upper limits of the order of 
magnitudes involved. 

Judging by the T.E.C. figures of corporate profits (see Table 52 and 
Chart 1 in Chapter 6), 1948 was a good year for business if we consider 
the pre-Korean war years. That year, the rate of corporate profit retention 
was also high (51 per cent). We have allowed for that year the modest 

> li is another question how far an integrated sample survey of family income 
and expenditure could serve the purpose. It is better to use as many alternatives for 
a mutual check as possible. 

2 For that matter, the ^estimate of the income of unincorporated enterprises that 
is made by us (out of official figures of national income) is not absolutely firm — 
though of a better order of reliability. 
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rate^ of 20—30 per cent for the income of employers and independents 
belonging to ‘‘other commerce”, 30—40 per cent for the unincorporated 
factory establishments, and, 15—20 per cent for unincorporated mining 
enterprises. The fact that the smaller mines in India are notoriously 
inefficient, has been taken into account in placing the rate of saving 
from mining income slightly lower than that of the employers and in¬ 
dependents belonging to “other commerce”. Unincorporated factories 
have been assigned the highest rate. It might very well be that they 
save at a little lower rale than what has been assumed, and that the 
“employers and independents” save at a rate which is higher than the 
true rate of the unincorporated factories. 

Since we consider these ratios rather low for a year like 1948, we do 
not vary them for the next two years when profits were lower. 

It is clear that for this extremely rough approach we have used saving as 
a constant function of income. When more refinements on the lines of 
our approach are made possible, this might be found to be unwarranted. 
Furthermore, prices, backlog demands, and the demonstration effect 
of increasing contact with foreign standards of living (urbanization, 
for instance) cannot be ignored in a full-scale investigation of the savings 
of unincorporated enterprises, which constitute a very large part of the 
consumers of the country. 

However, we have made a rough estimate more to stimulate further 
research on the subject rather than to produce any “final” set of 
estimates. 

(/?) Estimates of income and notional figures of savings of unincorporated 
enterprises • 

Following the method advocated in § 3.3.2(VI) we have obtained an 
income estimate for unincorporated enterprises as a whole, details 
of which are given in Appendix IV. If we deduct the income of employers 
and independents belonging to “other commerce” from the total income 
of unincorporated enterprises, we obtain the combined income of un¬ 
incorporated factories and unincorporated mining. This combined in¬ 
come is then apportioned between the two items (factories and mining) 
• by using the ratio of all factory income (corporate and unincorporated) 
to the total income of all factories and mines (corporate and unincor¬ 
porated) given by the NIC & CSO estimates. 
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NIC-estimate 
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Total: Lower limit 252 272 265 285 306 315 318 319 2,332 

_ Possible upper limit 370 397 388 417 444 456 460 462 3,39^ 

• and then applying to the difference the ratio of .885 for getting the income of factory establishments belonging to t 
unincorporated sector. This ratio is the ratio of all factories' (corporate and unincorporated) income to the combined incor 
of all factory and mining establishments for the period 1948—55. 
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T^en we apply the respective class ratios of saving to income and 
obtain the estimates of saving for the three classes of unincorporated 
enterprises. The total is obtained by adding up the class estimates. These 
arc worked out in Table 10. 

In comparison with the uncertain estimate of a small (taxed) section 
of unincorporated'^ enterprises given by Mukherjee and Ghosh, of 
a sum of Rs 70 crores in 1949^ we have obtained a minimum estimate 
of saving of the unincorporated sector that year of the order of some 
270 crores. However, the true figure may be much higher, with some¬ 
thing like Rs 400 crores as the upper limit. 

4. THE ENTIRE BUSINESS SECTOR 
4.1 Total business saving 

We can now bring together the savings of the entire business sector 
in India which are available for the country’s capital formation: 


Table 11. total business savings in india, 1948—55 
{Amounts in Rs crores) 


1 Breakdown 
Year / _ , 

Col. no. 

Indian 

companies 

(1) 

Foreign 

enterprises 

(2) 

Unincorporated 

enterprises 

(3) 

Total 

(4) 

1948-49 

46 

13 

311 

370 

1949—50 

19 

13 

325 

357 

1950—51 

35 

13 

327 

375 

1951—52 

55 

13 

351 

419 

1952—53 

21 

13 

375 

409 

1953—54 

31 

13 

386 

430 

1954—55 

40 

12 

389 

441 

•1955—56 

60 

12 

391 

463 


Sources and method: Col. (1) The middle points of the final estimates are taken 
from Table 5. From these the double counting of business savings which are included 
also in the savings of foreign enterprises, is eliminated by deducting from the middle 
•points of final estimates of Table 5 an annual fraction of .111. This fraction is the 
ratio of foreign assets in Indian companies controlled Vy foreigners to the total 
assets of Indian companies (see Table 8). Col. (2) gives the annual average figures 
for two periods shown in Table 9| Col. (3): Middle points of the estimates in Table 10. 
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4.2 Business saving in relation to total capital formation 

Relative to the total amount of capital formation in India, these are 
very large amounts indeed. If we accept the DWP-estimates of capital 
formation for the years 1948—49 to 1953—54, the percentages that may 
have been financed by business savings can be set out below: 


Table 12-A. business saving in relation to dwp-estimate of capital 

FORMATION 

{Amounts in Rs crores) 


Item / Year 

1948 

-49 

1949 

—50 

1950 

—51 

1951 

—52 

1952 

—53 

1953 1948 
—54 —53 

1. DWP-estimate of capital for- 

mation 

446 

524 

589 

672 

659 

719 3,609 

2. Our estimate of business 

saving 

370 

367 

375 

419 

409 

430 2,370 

3. {2) as percentage of {1) 

83 

70 

64 

62 

62 

60 66 


Sources: (1) D.W.P., op. cit, 

(2) Table 11. 

While we expect the relative position of business saving to be high, 
the above percentages appear too high; in any case, they prompt us 
to re-examine the DWP-estimatc, especially because we know that there 
exists a wide discrepancy between the DWP-estimate of rural investment 
and the RBI (AIRCS)-estimate of rural investment. We carry out this 
re-examination in the next section. 

With our rough improvements i on the DWP-estimate of capital 
formation which is brought out in § 3.5. (see Table 15), the average con¬ 
tribution of business saving to the total capital formation for the period 
1948—51 was somewhere between 43 and 48 per cent as is shown in 
Table 12-B below 2;- 

* These improvements consist of the inclusion of inventories, and a correctioiv 
for rural investments. Seg Table 15. 

2 A more neat picture is presented in Table 32 where the average saving of the 
business sector is placed at 47 per cent of total national saving for the period 1948—53. 
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Table 12-B. business saving in relation to corrected estimate 
OF CAPITAL FORMATION, 1948—51 

{Amounts in Rs Crores) 


Item / Year 

1948 

-49 

1949 

—50 

1950 

—51 

1951 

—52 

1948 

—51 

1. Corrected figure of capital 






formation: 






(i) lower limit 

686 

681 

778 

1,016 

3,161 

(ii) upper limit 

764 

766 

871 

1,120 

3,551 

2. Our estimate of business saving 

370 

367 

375 

419 

1,531 

3. (2) as percentage of J (i) 

54 

53 

48 

41 

48 

4. (2) as percentage of 1 (ii) 

48 

48 

43 

37 

43 


Sources: (1): Tabic 15; (2): Table II. 


Even when the estimate of capital formation is corrected, the ratio of 
business saving to total capital formation remains an impressive one. 
Compare with this the rather small share of business profit — of some 
16 per cent i — in the total national income. We must remember, 
however, that the total capital formation is itself at a low level. The 
question whether or not the saving propensity of our business concerns 
relative to their income is high enough, is quite another matter. It will 
receive our attention in Chapters 6 and 7. 

5. A RE-EXAMINATION OF DWP-ESTIMATE OF CAPITAL 
FORMATION 

5.1 A rough check 

■t 

Towards the end of § 2.2(IV), we mentioned the great descrepancy 
between the RBI (AIRCS) estimate of rural investments and the DWP 
estimate. Our estimate of business savings suggests that the DWP 
'estimate is too low. This can be demonstrated as follows:- 

I 

1 See Table 26, next Chapter. 
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Table 13. residual estimate of personal saving •: by dwp-estimate 
OF capital formation 

{Amounts in Rs crores) 


Year 

Item 

DWP-estimate 
of net aipital 
formation 

Govt, savings 
on current 

account 

Hstimated 

business 

saving 

Total identified 
saving 
(2) t- (3) 

Personal 
saving J) 
(l)--(4) 

col.no. 

(1) 

(2) 

(3) 

(4) 

(5) 

1948—49 

446 

— 20 

370 

350 

96 

1949—50 

524 

106 

367 

473 

51 

1950—51 

589 

142 

375 

517 

72 

1951—52 

672 

226 

419 

645 

27 

1952—53 

659 

122 

409 

531 

128 

1953—54 

719 

97 

430 

527 

192 


1 Used synonymously with personal capital formation. 
Sources: Col. (1) op. cit.; (2) ENI; (3) Table 11. 


Within the residual estimate of personal saving shown in Table 13, 
we can identify monetary savings of "‘persons” as in Table 14. 

Equity subscription by “persons” has not been taken into account. 
Of course these are not very substantial relatively to the magnitudes 
we are considering. 

Now, comparing col. (5) of Table 13 with col. (6) Table 14, we find 
that in 1948—49 the identified monetary savings are only slightly 
less than the personal savings derived as a residue from the DWP 
estimate of capital formation. In 1952—53 it was substantially less. 
For the other three years, the identified monetary savings were far in 
excess of the residual figure of personal capital formation. For thq five- 
year period as a whole (for which figures can be compared), total identi¬ 
fied monetary savings of persons (see Table 14) was at least 1.3 times 
higher than the figure of personal savings derived from the DWP-estimate 
of net capital formation (Table 13). This is curious; for, in a largely* 
non-monetised econoiliy, one should expect non-monetised savings to 
be higher than monetised savings. 
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However, it can be argued that a part of the identified monetary savings 
of persons may be included in the savings of unincorporated enterprises 
(under col. 3, Table 13); but it does not offset the relatively vaster amounts 
that have been imputed for capital formation in housing and other rural 
investments. And rural housing and other investments belong to ‘"per¬ 
sons” far more th; n to “unincorporated enterprises” as defined by us. 

Table 14. identified monetary savings of persons 
(Amounts in Rs crores) 


Year/Item 

Time 

Dep. 

Bank 

Deposits 

Savings Demand 
Dep. Dep. 

Life Prov.Fund Small Increase 
Insurance contribut-savings in deposits 
premium ion of of 

central and cooperative 

State Govt. societies 

employers 

Total 

Col.no. 

Ua) 

Kb) 

1(c) 

(2) 

(3) 

(4) 

(5) 

(6) 

1948-49 

- 1.2 

10.5 

0.9 

32 

15 

30 

6 

93 

1949—50 

- 5.8 

- 1.6 

-12.4 

36 

15 

26 

5 

62 

1950—51 

- 5.1 

3.3 

2.6 

36 

15 

33 

75 

160 

1951—52 

8.9 

4.1 

- 5.1 

42 

15 

36 

4 

105 

1952—53 

11.3 

2.7 

- 9.4 

8 

15 

48 

8 

84 

1953—54 

10.3 

1.3 

- 3.8 

9 

15 

40 




Sources and methods. For Banks the personal savings are derivecl with the help 
of the ratio of personal deposits to total deposits as given in the RBIB analysis of 
bank deposits, RBIB ^ov. 1954. The ratios (expressed in decimals) are for 1(a) .53, 
1(b) .96, and for 1(c) .27. Col. (2) Stat. Abs. Col (3) Figure for 1949—50 given by 
M-G, op. cit. The same figure has been used for all the years, which must be there¬ 
fore slightly underestimated. (4) RBIB. (5) Stat. Abs. 

Thus, to allow for capital formation by “persons” in the non-monetised 
sector, capital formation by persons must far exceed the monetary 
savings attributable to “persons”. Therefore we think that DWP-esti- 
mate of capital formation is an under-estimate. 

*5.2 Corrections to the DWP estimate 

The most obvious sources of error of the DWP-estimate that comes 
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to mind are (i) inventories, and (ii) rural investment. We try out these 
corrections for the years that these data are readily usable. 

(i) We shall use the inventory estimates of a recent publication issued 
under the auspices of the Royal Institute of International Affairs (Lon¬ 
don 1958) *. This is given for 4 years only. 

(ii) In 1951—52, the AIRCS estimate of rural investments was more 
than double the D WP estimate. For purposes of correction, we add to 
the DWP estimate of total capital formation (including rural invest¬ 
ments) an amount which is half of the DWP estimate of rural invest¬ 
ment to obtain a lower limit, and again an amount fully equal to the DWP 
estimate of rural investments to obtain a probable upper limit. Wc do 
this for all the years for which we arc making the correction. 

The result is presented in Table 15. 


Table 15. corrected figures of total capital formation 
{Amounts in Rs. crores) 



DWP-estimatc 
of total 
capital 
formation 

Corrections for 
rural investments 

Inventory 

Corrected total 

Lower limit Upper limit 
(1 f-2 t 4) (1 3 4-4) 

half 

full 


(1) 

(2) 

O) 

(4) 

(5) 

(6) 

1948-49 

446 

80 

158 

160 

686 

764 

1949—50 

524 

85 

170 

72 

681 

766 

1950—51 

589 

94 

187 

95 

, 778 

871 

1951—52 

672 

105 

209 

239 

1,016 

1,120 


Sources: (1) op. cil.; (2) and (3) ibid, rural investments; (4) Rangnekar, op cit., 
p. 297. 


5.5 The plausibility of our estimate of business saving 

If we deduct the total identified savings (col. 4. Table 13) from columns 
(5) and (6) above, we have the following range of estimate of capital 
formation on personal account (Table 16):- 


1 D. K. Rangnekar, op. cit. 
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Table 16. 

CAPITAL FORMATION ON PERSONAL 

(Amounts in Rs crores) 

ACCOUNT 


Lower limit 

Upper limit 

1948-^9 

336 

414 

1949—50 

208 

293 

1950—51 

• 261 

354 

1951—52 

371 

475 


Sources: Table 15, cols, (5) and (6) and Tabic 13, col. (4). 


These are considerably in excess of the identified monetary personal 
savings and therefore make our estimate of business saving seem plau¬ 
sible as well as our corrections to the DWP-eslimate of total capital 
formation. These are yet far from having been fully tested, but it may be 
claimed for these estimates that they are better approximations than the 
estimates previously made. 





PART fl 

ANALYTICAL 



'‘Des necessites, nulle part. 

Des possibilites, partout.” 

Necessities? Nowhere. Possibilities? Everywhere. 


— Lucien Febvre, La Terre et UEvolution Humaine — Introduction 
Geographique a UHistoire. 



CHAPTER FOUR 


THE PICTURE OF PROPORTIONS 

AN ANALYTICAL DESCRIPTION OF THE STRUCTURE OF INDIAN ECONOMY 


INTRODUCTORY 

Towards the end of Chapter 3 we tried to give a notional picture of 
the relative contributions of business, government and personal savings 
to the total saving in the country. We now propose to present a broader 
set of relationships between the major industrial sectors of the economy 
by depicting a picture of the proportions of income and saving re* 
presented by these sectors. In this way the structure of the economy 
will be described. 

There are five sections in the Chapter. In section 1, we briefly give 
the most general description of the level of the Indian economy in terms 
of the per capita national income. In section 2, we set out the income- 
to-income relations — the sectoral shares of national income. Here we 
delineate the major modern sector and the proportions of its sub* 
sectors >. Since this is the most dynamic sector of the economy, the 
relative rates of expansion in this sector are also studied. At the end 
of this section the place of profit income in the total national income 
is brought out. Comparative ratios for other countries are also given. 
The distribution of other types of income are not estimated. In section 3, 
we present the natfonal saving-income ratios with some international 
comparisons. The sectoral saving-income ratios could be meaningfully 
determined only for corporations, a discussion of which is postponed 
for the sixth chapter. In section 4, we give the sectoral saving ratios 
(savings of sub-sectors as percentage of business sector, and savings 
of each sector as percentage of total national saving), also with 
some international comparisons. In section 5 we summarise the main 
points. 


* Some of these proportions have been derived in terms of total productive capital. 
Capital coefficients in the public jind private sectors have also been given en passant. 
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I. THE LEVEL OF THE ECONOMY 

The size of the country is large both in terms of area and in terms 
of the number of inhabitants K But the level of the economy is low. 
The per capita national income is the best single measure of the level 
of a country’s economic development and it indicates a very low level 
of the Indian economy. There has been some rise during the post¬ 
independence decade or so, but the absolute level remains pitifully low. 
Witness Table 17 below: 

Table 17. per capita national income of India, 1948—56 



Amounts {Rupees) 


Year 

At current 
prices 

At 1948-49 
prices 

~ IIIUCA llUIIlDCr cll CUllMalll 

prices (1948—49 = 100) 

1948—49 

247 

247 

100.0 

1949—50 

254 

249 

102.0 

1950—51 

265 

246 

102.3 

1951—52 

274 

250 

105.2 

1952—53 

266 

257 

109.4 

1953—54 

281 

269 

116.0 

1954—55 

254 

272 

118.8 

1955—56 

261 

274 

121.2 

1956—57 

294 

284 

127.3 


Source: CSO; vide RBIB, May 1958, p. 624. 


In terms of U.S. dollars the average per capita income is little more 
than $ 56. Most of the high-income countries have 8 to 15 times as 
much, while the per capita income in the U.S. is almost 30 times as 
much. It is not necessary to make a detailed comparison with the per 

1 The area is some 1.3 million square miles and the population is 361 million 
by 1951 census (382 million by projecting for 1955). The area of the Indian Union 
is more than 13 times that of the United Kingdom; and Indian population number'i 
a little more than 7 times that of the U.K. Correspondingly, the Indian area is 6 
times that of France and the population 9 times (taking the mid-year estimates of 
population for 1955), see Statistical Yearbook 1956^ United Nations. 
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capita national income of the high-income countries It may be of some 
interest to see the relative position of India among the fellow countries 
of South-East Asia: 

Table 18. per capita gross national income in some soihh-east asian 
I countries 


(Amounts in Indian rupees) 


Country with year 

Amount 

Country with year 

Amount 

Malaya 

(1952) 

K360 

Indonesia 

(1951—52) 

290 

Ceylon 

(1949) 

520 

Pakistan 

(1952—53) 

245 

Thailand 

(1952) 

308 

Burma 

(1951) 

228 

India 

(1951—52) 

298 





Source: Dragoslav Abramovic (of the Economic Staff of the IBRD without represen¬ 
ting the views of the IBRD), Postwar Economic Growth in Southeast Asia (Mimeo¬ 
graphed, October 10, 1955). 


2. THE PRINCIPAL ECONOMIC SECTORS 

2.7 National income by industrial origin 

We set out in Table 19 (see next page) the relative contributions made 
by the various sectors and sub-sectors of the economy to the national 
income. The percentage of the working force engaged in each sector is 
also shown. 

2.2 Relative places and productivity of the non-modern and modern sectors 

The first thing that stands out is the preponderance of the non-modern 
sector in terms of columns (3) and (4) both. More than 74 percent of 
the national income is generated in the non-modern sector ^ employing 
some^ 85 percent of the total working force. 

^ The most well-known reference is the UN publiciition. National and Per Capita 
Incomesy Seventy Countries. 1949 (ST/STAT. SER. E/1). 

More uptodate figures arc given in a table showing Figures of Per Capita Income, 
•Rate of Growth of GNP, Investment, and Capital-Output Ratio in Selected Countries, 
1945—54, by J. H. Adler, “World Economic Growth — IJetrospect and Prospects”, 
The Review of Economics and Statistics^ August 1956. 

2 Corporate, foreign and government enterprises comprise the modern sector. 
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Table 19. national income by industrial origin, percentage 
DISTRIBUTION — AVERAGE OF 1948—55 


With percentage of total w orking force engaged in the respective sectors 
and sub-sectors in 1951 


Sectoral breakdowns (by groups) 

Nature 
of the 
sector * 

Sectoral Working force 
income engaged as % 
as% of of total 

national working force 
income 

in 

(2) 

(3) 

(4) 

1. Agriculture, forestry & fishery 

Non-modern 

48.7 

70.0 

2. Small enterprises 


9.8 

8.0 

3. Commerce & transport outside 




modern sector 

,, 

15.0 

6.7 

4. Mining 2 & factories 

Modern 

7.6 

2.2 

5. (a) Communications 




(b) Railways 

” 1 

3.1 

.8 

(c) Organized banking & insurance 




6. (a) Professions & liberal arts 

Intermediate 

5.2 

4.5 

(b) Govt, services (administration) 

Modern 

4.8 

.9 

(c) Domestic services 

Non-modern 

1.4 

2.0 

(d) Others (House Property) 

Mostly 


Not comparable 


non-modern 

4.4 

in terms of wor¬ 



, 

king force 


J Classified according to the technique of production and method of organisation. 
2 Part of mining can be considered non-modern. 

For sources and bases of computation, sec Appendix V. 

4 

The modern sector of the industrial type (items 4 and 5) contributes 
only a little more than 10 percent i of the national income. It must be 

noted, however, that the share of this sector shows an increasing trend, 

0 

f 

‘ Taking a simplified view and without raising the question of capital employed, 
and so on. 
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rising from some 10 percent in 1948 to a little over 13 percent in 1955, 
The trend seejgis to have been accelerated from the year 1954 K 

The second thing that is higly significant is the relative productivity 2. 
70 percent of the total working force that is engaged in agriculture and 
allied activities produces some 49 percent of the national income. The 
situation improves*in the case of small enterprises, 8 percent of the 
working force producing some 10 percent of national income. Commerce 
and transport outside the modern sector enjoy a better position, and 
mining and factories a still better one. VTodern communications, rail¬ 
ways and organised banking and insurance together enjoy nearly the 
best position. Significantly enough, government services absorb ^ the 
highest share of the national product relative to the proportion of total 
working force engaged. 

2.3 Relative productivity and saving possibility 

The significance of this question of relative productivity (and income) 
can be broadly linked to the question of saving. 

It may be recalled that agriculture in India, what they would call 
farming in the West and Westernised countries, is not an enterprise at 
all No detailed description of the mode of agriculture is needed to 
prove that; a juxtaposition of its shares in total national product and 
of the total working force employed is enough The ratio of the latter 
to the former is 1.4 : 1. Next, we have the small enterprises. We have 
seen that these are not in a position to save. It is interesting that the 

* See Appendix V XC). 

2 Taking a simplified view and without raising the question of capital employed, 
and so on. 

3 The words “production” in certain other cases and “absorp>otion’' in this case 
are not used arbitrarily. It follows from the method by which national income in 
India has been estimated, namely, a combination of (and not counterchecking by) 
product and income approaches. 

^ See supra, § 2.3.3. 

5 N.V.A. Narasimham’s statement, “farm incomes ... are essentially entre¬ 
preneurial in character though their marginal propensity to save {0.04) is relatively 
small, “ in A Short Term Planning Model for India (North Holland Publishing Company 

Amsterdam 1956, p. 21 — our italics), is arrant nonsense even on his own showing. 
The average Indian farming activity neither bears the urifcertainties of the market, 
nor performs the Schumpeterian innovation, so that on neither definition could it 
be called entrepreneurial. * % 
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ratio of working force engaged in this sub-sector and the ratio 
of national income generated bear almost an one-to-one relation; 
that is, 8 percent of working force here produces 9.8 percent of national 
income — a relation of 1 : 1.2. We have shown in our estimate of 
savings of unincorporated enterprises that commerce and transport out¬ 
side the modern sector and the unincorporated part of mining and 
factories mainly account for the saving made by unincorporated enter¬ 
prises. It is significant that the corresponding (labour) productivity ratios 
are respectively 1 : 2.2 and 1 : 3.5. The latter of course includes the 
most modern corporate enterprises also, so that the actual ratio for the 
unincorporated part of mining and factories would be lower. 

Analysis of the other items could be made in a similar vein, but we 
stop here since they are not of a direct interest to our subject. 


2.4 The major business sectors 

In Chapter 2 we made three principal sub-divisions of the business 
sector — namely, the unincorporated enterprises, the corporate enter¬ 
prises (joint-stock companies), and the foreign enterprises. The business 
sector was taken for granted to be the private sector of the economy 
as opposed to the public or government sector. This limited approach 
had served to focus attention on our immediate purpose which was to 
look for sources and methods of estimating business saving, a task that 
constituted our major effort in Chapter 3. Now that we are attempting 
to give a general picture of the entire economy covered, for instance, 
in Table 19, we must identify the business sector and indicate its broader 
relationships. 

In Table 19 we have classified the sectors as modern, non-modern, 
and intermediate. A counterpart of the same classification can also be 
observed in the group of activities we have broadly termed “business”. 
For instance, the activities of the rural handicraftsman who works for 
the market and for profit, are non-modern ^ while those of a Bombay 
cotton mill are obviously modern. There are naturally intermediate 
forms also. 

1 Industrial and entrepreneurial activity falling in the non-modem sector has 
been generally termed unincorporated enterprise. , 
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By “business” we have broadly meant an entrepreneurial type of 
activity working for profit. It is thus that we have associated it with 
the private sector of the economy. 

If, however, we ask what type of productive operations these business 
activities carry on by industrial classification, we find that exactly the 
same activity may* be carried on by a private individual or a limited 
liability company belonging to the private sector of the economy, and 
by a government department or a public corporation, side by side. The 
Tata Iron and Steel Factory and the Durgapur Steel Project (when 
completed) arc not very different in the nature of their physical product¬ 
ive activity. In fact, as we shall presently see, a very substantial part 
of the industrial and other modern productive activities is carried on 
by the government or public authorities 

Let us proceed to describe its place step by step with reference to 
Table 19. 

2.5 The modern enterprises sector and its sub-sectors 

With the broader interpretation of enterprise, we can clearly say that 
items 2 to 5, inclusive, are enterprises 2. Of these, Nos. 2 and 3 (small 
enterprises, and commerce and transport outside the modern sector) lie 
outside the modern sector. Items 4 and 5 constitute modern enter¬ 
prise, and as we have mentioned earlier, contribute only 10.7 percent 
of the national income. However, the focus of our interest lies in this 
limited sector. 

This modern enterprises sector can be subdivided into the public 
sector and the private sector. In terms of contribution to the domestic 
product, the position is shown in Table 20 (next page). 


* This is true of almost all recently developing countries. 

2 Major part of forestry, under item no. 1, which is state-owned could be called 
enterprise by the broader definition. But its share is negligible, being less than 0.7 
percent of the national income. A very small part of 6 (a), namely that of medical 
and legal professions, could al^ be called enterprises. 
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Table 20. income generated by the modern enterprises sector as 

PERCENTAGE OF NET DOMESTIC PRODUCT . 



1948 

-49 

1949 

—50 

1950 

—51 

1951 

—52 

1952 

—53 

1953 

—51 

1954 

—55 

Average 

1948—54 

Private 

7.1 

6.7 

6.5 

7.4 

■7.4 

6.8 

8.6 

7.3 

Government 

2.8 

3.0 


3.2 

3.1 

3.0 

3.7 

3.1 

Modern enter- 

prises sector 

9.9 

9.7 

9.5 

10.6 

10.5 

9.8 

12.3 

10.4 


Source: ENI. Details of calculation are shown in Appendix VI. 


2,6 Shares of public and private enterprises in the modern enterprises sector 

Taking the incomes generated by the government enterprises and the 
modern private enterprises as percentage of the incomes generated by 
the modern enterprises sector only, the picture is as follows: 


Table 21. government enterprises and modern private enterprises 

AS PERCENTAGE OF MODERN ENTERPRISES SECTOR 
— By incomes generated — 


1948 1949 1950 1951 1952 1953 1954 Average 
—49 —50 —51 —52 —53 —54 —55 1948—54 


Government 

enterprises 28.3 30.9 31.6 30.2 29.5 30.6 30.1 29.8 

Modern private 

enterprises 71.7 69.1 68.4 69.8 70.5 69.4 69.9 70.2 

Modern enter¬ 
prises sector 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


Derived from Tabic 20. 
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Thus, if we consider only the modern enterprises sector, we find that 
some 30 percent of the income generated by the modern enterprises 
sector was contributed by the government sector, and the rest, i.e., 
about 70 percent, was contributed by the private sector. 

I 

2.7 Relative shares oj capital employed 

•# 

In this connection, it is worth noting that the First Five Year Plan 
(FFYP) gave a rough estimate of the gross fixed assets and working 
capital in the public (government) enterprises sector approximately for 
the year 1950 and a comparable estimate of the total productive capital 
including depreciation for the privately owned modern enterprises sector. 
This is worked out in Table 22: 

Table 22. relafive position of public and private modern enter¬ 
prises IN FERMS OI- GROSS PRODUCTIVE CAPITAL AS GIVEN BY THE FFYP 

FOR THE YEAR 1950 



Rs crorcs 

I. Public enterprises 

1,336 

2. Modern private enterprises 

1,472 

3. Total 

2,808 

4. (/) as % of (i) 

47.6 

5. (2) a.r % of (i)‘ 

52.4 


For further breakdowns see Appendix VII. 

Reference year is not exactly calender year but overlaps into 1951 also. 


A slightly better approximation can be made with the help of figures 
of net productive capital in constant prices that we work out in Appen¬ 
dix IX in order to ascertain the relative rates of expansion of the two 
•sectors. Here, in Table 23, we show the relative positions of the two 
sectors for the years 1950, 1955 and 1960 worked out on the basis of 
net productive capital expressed in 1949 prices. 
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Table 23. relative positions of public and private modern enterprises 
IN TERMS OF NET PRODUCTIVE CAPITAL, 1950, 1955 AND I960* 


{Amounts in Rs crores^ 1949 prices) 


Sector/Year 

1950 

\9\5 

1960* 

1. Public enterprises 

879 

1,885 

3,493 

2. Modern private enterprises 

854 

1,023 

1,784 

3. Total 

1,733 

2,908 

5,277 

4. (/) as % o/(i) 

50.8 

64.8 

66.2 

5. (2) % of {3) 

49.2 

35.2 

33.8 


* According to the revised plan targets; considered realisable. 
Source: Appendix IX. 


We see that already in 1950 the public sector was slightly larger than 
the modern private sector, but the difference was not very substantial. 
On the other hand, at the end of the First Plan period the relative 
position was substantially altered, stabilizing itself thereafter for 1960. 
To this aspect we return in the next sub-section on relative rates of 
expansion. 

We saw in Table 21 that income generated by the modern private 
sector was more than double that generated by the public sector during 
1948—54. This implies that overall capital coefficient in the private 
sector is much lower than that in the public sector. In fact, for the 
year 1950 it should be less than half. This is confirmed in Table 24. 

The result accords with common sense. Capital coefficient in the 
government sector is much higher because it includes many fields of 
investment which are in the nature of social overheads; besides, two 
major items, namely, railways and irrigation works including multi¬ 
purpose river valley projects, are well known for their highly capital 
intensive character. The overall capital coefficient in India has also 
been found to be lower than that in high-income countries. 
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TabJ|e 24. capital coefficients in public and modern private sectors, 
By gross capital and net capital, 1950—51 


Amounts in Rs Crores 
Total capital 

(1950—51) Income Capital coefficients 

produced - - 

In*!. Excl. (1951—52) 

depreciation depreciation (/)-r-(J) (2)-v (i) 

(1949 prices) 



(1) 

(2) 

(3) 

(4) 

(5) 

Public enterprises 

1,336 

879 

320“ 

4.2 

2.3 

Modern private 

enterprises 

1,472 

854 

740'* 

2.0 

1.2 

Total 

2,808 

1,733 

1,060 

2.6 

1.6 


Sources: Col. 1. FFYP. p. 32. 

Col. 3. (a) Directly from CSO, ENI 1948--49 to 1955—56, Table 3. 
Worked out as shown in Appendix VIU. 


2.8 Relative rates of expansion 

It is useful to determine the rates of expansion of the public and 
the (modern) private sectors. The difficulties of the task are many. We 
must take comparable figures of capital. We must also express the 
values in constant prices. This involves the use of different deflators for 
fixed assets and working capital since we are operating with productive 
capital. The more detailed the breakdowns the better the accuracy. We 
can attempt only a rough approximation. The method followed and 
the calculations are fully described in Appendix IX. We found it 
mor^ appropriate to work with net capital figures than with gross 
figures which are used by the FFYP in a very arbitrary way indeed. 
The result is brought out in Table 25 on next page. 

We have included the planned targets of the Second Plan also. It 
' shows very great expansion targets indeed. Even the achievements by 
1955 were not small. During 1950—55 the rate of expansion in the 
public sector was far higher than that of the modern private sector. 
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Table 25. index showing the increase in net productive capital 
IN THE PUBLIC & MODERN PRIVATE SECTORS, 1950, 1955, , AND PLANNED 
TARGETS FOR 1960—61 



1950 

1955 

1960—61 

1. Total modern sector 

100 

168 

328(305)* 

2. Public sector 

lOO 

215 

444(398)* 

3. Private sector 

100 

120 

209 


Method, sources & calculations: See Appendix IX 

* Figures within brackets are corrected for price rise and the pruning of the plans 
for the public sector. 


The First Plan period was at best a period of subdued animation for 
the modern private sector. But the Second Plan has given a large scope 
to the private sector. Judging by recent trends it appears that this scope 
is being further enlarged, not reduced. We shall not stop to examine 
this question and wander farther afield. Sufficient has been said to stress 
the point that the picture of proportions obtaining in the modern sector 
is an especially changing (dynamic) picture at the present time. 

2,9 Relative position and expansion of the foreign sector 

We have already worked out the position of the foreign sector vis- 
a-vis the modern private (Indian) sector in Table 8. We saw that in 
1953 they bore a relation of 29 : 71. Due to limitations of data, it has 
not been possible to work out comparative ratios for other years. The 
RBIB i has recently published figures of non-banking foreign business 
investments in India for 1948, 1953, 1955 and 1956 2. Jn crores of rupees, 
these are respectively 256, 403, 470 and 506 But these figures carry 
the defects that have been pointed out in § 3.2. And moreover,.it is 
not possible to express these in constant prices to judge the expansion 
of this sector on a basis comparable to the one we studied in Table 25. 
At least one noted Indian economist has tried to show that the rate 

> September 1958. *• 

2 As on June 30, 1948 and on December 31 for all other years. 

3 Ibid, p. 1017. For detailed breakdowns see infra. Table 47, page 156. 
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of expansion of the foreign sector was tending to far exceed the rate 
of Cy^pansion of the Indian private sector (modern) K But that was before 
1955 when thef rate of expansion of the Indian private sector (modern) 
was indeed very slow. On the other hand, since 1955 its expansion has 
been speeded up as we see in Table 25. However, there are indications 
that foreign investments are being speeded up too. We are not in a 
position to embark upon the enterprise of making an exact comparison 
of the rates of expansion uf the two. 

One thing is certain. The foreign sector occupies less than 15 per¬ 
cent 2 of the total modern sector, i.e., of the private and public sectors 
combined. The rate of expansion of the public and private Indian 
(modern) sectors combined over 10 years is going to be about 300 
percent by 1960. A properly deflated figure of foreign investment 
would in all probability show a lower rate of expansion than that. 


2.10 Share of profit in the net domestic product at factor cost 

We arc giving the sectoral shares of profits in the net domestic pro¬ 
duct at factor cost in Table 26 on next page. For the period under 
observation (1948—55) there was not a very great difference between 
the national income and the net domestic product at factor cost, the 
latter being slightly higher than the former. 

It is to be noted that the profits of the modern private sector const¬ 
itute only 1.6 percent of the national income, and together with the 
government enterprises and foreign enterprises sector, no more than 
2 per cent; while those of the unincorporated enterprises are 14 per¬ 
cent. However, it must be pointed out that the income of unincorporated 
enterprises is the income of the proprietor employers and independents. 
This means that any income attributable to them as their own employee- 
income has not been deducted. Pure profit could be obtained only after 
such a deduction, but the odds against such a computation are rather 
heavy, and therefore such a refinement is generally avoided. To gain 
an idea of the effect of such an operation, we shall have to reduce the 

' * Prof. K. N. Raj, “Model-making and the Second Plan”, Economic Weekly 
(Bombiiy), January 26, 1955. 

2 Our rough calculation for the year 1953 actually shows a ratio of 11.7 percent. 
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Table 26. profits and net domestic product at factor cost, india, 
1948—55 (by sectoral breakdown) 



(Amounts in 
Rs. Crores) 

1. Net domestic product at factor cost 

76,820 

2. Profits of corporate sector 

1,246 

3. Profits of unincorporated enterprises 

10,747 

4. Retained profits of foreign enterprises ‘ 

99 

5. Operating surplus of govt, enterprises 

253 

Total Profits 

12,345 

6. (2) % of (/) 

1.6 

7. (3) as % of (/) 

14.0 

8. (4) as % of (1) 

O.l 

9. (J) ns % of (1) 

0.3 

Total Profits as % of NDP 

i6% 


1 Only the figure of retained profit has been used since it remains within the 
country. Profits of foreign enterprises, however, are much larger — something like 
417 crores for the period 1948—55, which is about 5 percent of India’s national 
income over the period under consideration. 

For sources, methods and a profit scries of foreign enterprises see Appendices X 
and XL 

income of unincorporated enterprises by more than half K Suppose that 
this income is reduced to Rs 5,000 crores. We then find that the place 
of the total of profit income of all types shrinks to less than 9 percent 
of national income and that of unincorporated enterprises to something 
like 6.5 percent. Absolute incomes of others remain the same, but their 
relative positions improve vis-a-vis the position of unincorporated enter¬ 
prises. 

It is of some interest that the share of 14 percent compares with the 
shares of unincorporated enterprises (including farm income and profes- 

10,747 crores 0.52 crores 

' Average annual per capita income is ^ Rs 258^. 

o 

At least a little more than Rs 1300 can be considered average employee income of 
these employers and self-employed persons. 
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sional income) i in at least two high-income countries, namely, U.K. 
and tl.S.A. Comparative figures are presented in Table 27. 


Table 27. profits in relation to national income, 1950—55 

U.K., U.S.A. & INDIA 


1 

U.K. 

(Amounts in 
£ billion) 

U.S.A. 
(Amounts in 
$ billion) 

India 

(Amounts in 
Rs billion) 

1. Income of unincorporated 




enterprises 

8.00 

234.35 

82.97 

2. Corporate profits before tax 

11.66 

230.00 

9.67 

3. Total profits {(I) f (2)} 

19.66 

464.00 

92.64 

4. National income 

78.08 

1,726.81 

591.20 

5. (/) or % of (4) 

103 

13.6 

14.0 

6. (2) ar % of {4) 

14.9 

13.3 

1.7 

7. (i) as % of (4) 

25.2 

26.9 

15.7 


1 billion - 1 milliard - 1 abja or 100 crores (Indian). 


Sources: 1. For U.K.: (1) & (4) taken from U.N. Slat. Papers Series H No. 10; 
& (2) taken from the Blue Book on National Income 1955, 1956 (See the relevant 
Table in our Chapter 5). 

2. For U.S.A.; (1) & (4) taken from U.N. op. cit.; & (2) taken from Statistical 
Abstract of the United States 1957, 

3. For India (1) taken from our estimate in Table 10 (also Table 26); (2) Appendix 
X gives the method of estimation; (4) taken from ENI. 

This again brings into focus the pitifully low share of profits of the 
modern enterprise ’sector. 

It should be noted of course that the close resemblance of the share 
of unincorporated enterprises in India to that of the U.S.A. is largely 
formal. The business practices of the unincorporated enterprises in the 
high-income countries are modern compared with the antiquated prac¬ 
tices of the unincorporated enterprises in India. The corporate sector 
in India also is not as highly modern — only some of the leading cor¬ 
porations are — as that in the high-income countries; but the com- 
^parison is slightly less unfavourable. 

< Farm income and professional income in India have been considered as lying 
outside the business sector iuid hence are excluded from unincorporated enterprises. 

.-r 

8 
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3. THE SAVING-INCOME RATIO 
3 A Annual ratios, India 1948—53 

Since there exists a deliberate attempt to step up the savings of the 
country, we can expect that saving will show a rising trend, both ab¬ 
solutely and as a ratio of national income. We t^ierefore consider it 
important to show the annual positions for the years for which we 
have been able to offer corrected estimates of national capital formation. 

In Table 28 we present the net domestic capital formation as a ratio 
of net domestic product at factor cost as well as national saving which 
is equal to the net domestic capital formation minus the nation’s deficit 
(or plus the surplus) on current international account, as a ratio of 
national income, which again is equal to the net domestic product at 
factor cost minus the nation's deficit (or plus net income from abroad) 
on current international account. 

Table 28. capital formation and saving as ratios of net domestic 
PRODUCT AND NATIONAL INCOME, INDIA 1948—53. 

11. Saving as percentage of 
national income 

(Saving Net domestic capital 
formation minus the nation's 
deficit on current international 
account) 



lower limit 

(I) 

Upper limit 
(2) 

lower limit 
(3) 

upper limit 
(4) 

1948—49 

7.9 

8.8 

5.2 ' 

6.1 

1949—50 

7.6 

8.7 

7.0 

8.2 

1950—51 

8.1 

9.2 

8.8 

9.8 

1951—52 

10.2 

11.2 

8.4 

9.5 

1952—53 

7.7 

8.8 

8.5 

9.5 . 

1953—54 

8.0 

9.0 

8.6 

9.7 

Average 

1948—53 
(6 years) 

8.3 

9.3 

7.9 

8.8 


For absolute figures and sources see Appendix Xll.. 


I. Capital formation as 
percentage of net domestic 
product at factor cost 
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It^may be noted that during 1952—53 columns (1) and (2) show a 
fall. It is exaggerated here because of the decline of inventories. The 
situation improves the following year, and if we are to judge by the 
inventory position as shown in the RBI company accounts of sources 
and uses of funds, it improved still more during the years after 
that K ^ 

One important thing stands out, however. If the assumptions on 
which we have based our corrections to the DWP estimates of capital 
formation are not unrealistic, and if the official estimates of net domestic 
product are not under-estimates, the ratio of net domestic capital 
formation (and of saving) to net domestic product at factor cost (and 
to national income) for the period 1948—53 as a whole was substantially 
higher than the currently accepted estimates suppose. The DWP estimate 
would place it at 6.3 percent whereas it must have been at least 8.3 
percent. 

Savings during more recent years arc generally assumed to have been 
higher. 

J.2 An international comparison of the saving-income ratio 

To gain some idea of the position of some other countries belonging 
to both low-income and high-income groups, we give the relevant ratios 
in Table 29 on next page. 

It is a pity that the same source docs not contain similar data for 
other South and East Asian countries like Ceylon, Malaya, Indonesia, 
etc, and omits altogether from the picture the rapidly developing main¬ 
land of China. From all available accounts it appears — and it stands 
out in the above-mentioned Table also — that Burma has an exceptionally 
high rate of capital formation for a low income country. Similarly, the 
rates for Belgium and U.K.. are rather low for high-income countries. 
This suggests that a straight comparison of such ratios may sometimes 
be lAisleading. We cannot here work out a strictly comparable set of 
figures, but we may suggest that at least for the newly developing coun¬ 
tries a separate set of figures should be shown indicating the growth 
^of reproducible capital goods. It is quite possible that a far larger 
relative outlay on housing and a smaller outlay <»n reproducible capital 


RBIB, September 195'^, p.j853. 
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Table 29. saving-income ratios in some selected countries, average 

OF 1950—55 


Country 

Net capital formation 
without deducting deficit 
on current a/c (as % of 
net domestic product) 

Net capital formation 
minus deficit on current 
a/r (or plus surplus) 

(as % of national income) 


(1) , 

(2) 

Belgium 

8.4 


Luxembourg 

19.7 


Netherlands 


16.7 

Canada 

17.5 


U.S.A. 

11.7 


U.K. 

7.9 

7.5 

Japan 

24.9 

23.1 

Burma 

17.5 

13.7 

Philippines 

1.9 

3.7 

India (1948—53) 
at the lower estimate 

8.3 

7.9 

at the upper estimate 

9.3 

8.8 


Source: All countries except India and the Netherlands worked out from U.N. Stat. 
Pap, Series H. No. 10 (N.Y. January 1957). For India see Table 28 and its Appendix. 
Netherlands figure is for the years 1950—54 received from the Central Planning 
Bureau. 

goods in Burma gives a rather misleading promise of her development 
vis-a-vis the development potential of, say, India. 

A set of comparative figures of gross national saving rates covering 
some of the South-East Asian countries was worked out by Mr. 
Dragoslav Avramovic, a member of the Economic Staff of the IBRD. 
We reproduce it in Table 30 on the opposite page. A comparable jesti- 
mate for India is provided by us. 

We see here that the performance of Burma is again high in com¬ 
parison with other South-East Asian countries. Malaya's performance is 
also high, coming as a close second to Burma while her (Malaya’s) per 
capita national incomers the highest in the region. India ranks a toler¬ 
able third in respect of the gross saving r^tio. 
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Table 30. gross national saving as percentage of gross national 
PRODUCT, SELECTED S. E. ASIAN COUNTRIES, SELECTED YEARS 1938—1953. 


Post 



Country 

1938 

1 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

war 

Ave¬ 

rage 

1. 

Burma 

22.9 

3 . 4 ' 

7.5 

12.3 

10.7 

16.1 

20.3 

22.9 

13.3 

2. 

Ceylon 

1.1 

-3.3 

5.6 

6.3 

9.8 

11.7 

0.9 

5.0 

5.1 

3. 

Indonesia 

n.a. 

n.a. 

n.a. 

n.a. 

n.a. 

4.5 

-1.0 

n.a. 

1.75 

4. 

Malaya 

n.a. 

7.4 

7.0 

6.3 

19.2 

17.6 

11.0 

6.4 

12.1 


, L.L.^ 



9.7 

9.3 

10.0 

10.5 

9.5 

9.8 

9.8 

5. 

India 

n.a. 

n.a. 









U.L.<) 



10.8 

10.7 

11.3 

13.6 

10.7 

11.1 

11.4 


Sources: For countries 1—4, see Dragoslav A\Tamovic, Member, Exonomic Staff, 
IBRD, Postwar Economic Growth in Southeast Asia (mimeographed, October 10, 
1955) Circulated by the RBID but disavowing its authority, p. 17, Tabic XII. 

For India, see Appendix XIII. L.L. means lower limit; U.L. means upper limit. 

3.3 The rate of saving and economic growth 

It is appropriate to close this section with a general comment on 
the saving rates of high-income countries and low-income countries. 

Note the divergent saving-income ratios (Table 29) of some high- 
income and low-income countries. It is obvious that any straight com¬ 
parison of such ratios may be misleading in certain cases. We have men¬ 
tioned that the ratios are not always strictly comparable. While much 
work still remains to be done in order to get more strictly comparable 
ratios, certain broad conclusions can and must be drawn from the avail¬ 
able ratios. 

The rate of saving together with the over-all capital coefficient in a 
country and its rate of population growth determine the rate at which 
its economy grows. With the same rates of saving and population 
growth in two countries, any difference in the rates of growth in the 
two countries will be determined by the difference in the capital co- 
^efficient. It is reasonable to assume that the over-all capital coefficient 
in the low-income countries of South-East Asia fs generally lower than 
that in the high-income .coujntries. It follows, therefore, that at the same 
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saving rate, the rate of growth is likely to be higher in the former group 
of countries after due allowance is made for the difference in the* rate 
of population increase. Concretely, this means that taking the ratios 
set out in Table 29 at their face value, the rate of economic growth 
of Burma was higher during the period 1950—55 than that of Canada 
during the same period, since the rates of saving ii*. the two countries 
were identical. This docs not mean — and this is the point we want 
to drive home — that the economic prosperity of Burma was higher 
than that of Canada, although Canada's population increased at the 
rate of nearly 2 percent during 1950—55 K Prosperity refers to the 
absolute level of an economy, measured, for instance, by the per capita 
output or income. Thus, whatever the present rate of growth in the 
low-income countries, their absolute level of economic prosperity will 
remain behind that of the high-income countries for a long time to 
come. 

It is interesting that in most of the high-income countries, a net 
saving rate of between 10 and 15 percent of national income over a 
long period was sufficient to raise the level of per capita income 2. 


4. RATIOS OF SAVING TO SAVING 

4J Ratios of components to total business saving 

In Chapter 3, Table 11, we brought together our estimates of three 
components of business saving. Their percentage raitios can be brought 
out in Table 31 on the opposite page: 


1 This rate is higher than the average annual increase in S-H Asian countries. 
But it should be noted that in countries where open and disguised unemployment 
are considerable, as in India, Burma, etc., an increase in population dTcctly hampers 
economic progress, whereas in a country like Canada, increase in population is an 
important factor of economic progress. 

2 For an incisive discussion of the question see P. C. Mahalanobis, “National 
Income, Investment, and^National Development” (Summary of a lecture delivered 
at the National Institute of Sciences of India, New Delhi, October 4, 1952. Reprint 
made available by the Indian Statistical Institute, Cal 9 utta). 
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Table 31. savings of Indian companies, foreign enterprises and 
unitJcorporated enterprises, as percentage of total business saving 

INDIA, 1948—55 


Year 

Total business 
Sector 

Indian 

companies 

Foreign 

enterprises 

Unincorporated 

enterprises 

1948—49 

100.0 • 

12.4 

3.5 

84.1 

1949—50 

100.0 

5.2 

3.5 

91.3 

1950—51 

100.0 

9.3 

3.5 

87.2 

1951—52 

100.0 

13.1 

3.1 

83.8 

1952—53 

100.0 

5.1 

3.2 

91.7 

1953—54 

100.0 

7.2 

3.0 

89.8 

1954—55 

100.0 

9.1 

2.7 

88.2 

1955—56 

100.0 

13.0 

2.6 

84.4 

Average 

1948—55 

100.0 

9.4 

3.1 

87.5 


Source: Table 11. 

The preponderance of the unincorporated enterprises stands out sharply. 


4.2 Ratios of major components of national saying 

Let us now present the picture of proportions obtaining between the 
three major comp/bnents of total national saving, namely, business 
saving, government saving, and personal saving. Relegating the details 
of absolute figures, sources and method of estimation to the Appendix, 
we give in Table 32 only the percentages (see next page). 

It is remarkable that while the levels of per capita income and saving 
are low, business saving accounts for a very large part of the country’s 
capital fonrfation. Savings of the modern business sector (corporations 
and foreign), however, form a very small proportion of the total — 
•something below 6 percent. This of course reflects the even smaller 
place that the profits of the modern sector ocX:upies in the national 
income, which is even less than 2 percent (see Table 26). 
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Table 32. business saving, government saving, and personal saving 


AS percentage of net 

DOMESTIC 

CAPITAL FORMATION, 

, INDIA, 

194^—53 

Year/Sector 

Indian 

corporations 

Business Saving 

Foreign Unincorporated 
sector sector 

Total 

1 

General 

Govt. 

saving 

Personal 

saving 

1948—49 

6.3 

1.8 

43 -- 

51 

-3 

52 

1949—50 

2.6 

1.8 

46 

50 

15 

35 

1950—51 

4.2 

1.6 

40 

46 

17 

37 

1951—52 

5.1 

1.2 

33 

39 

21 

40 

1952—53 

2.6 

1.6 

47 

51 

15 

34 

1953—54 

3.4 

1.4 

42 

47 

11 

42 

Average 

1948—53 

4.1 

1.5 

41 

47 

13 

40 


Sources and computation given in Appendix XIV. 


4.3 The position in high-income countries 

No hard and fast rules can be laid down about what distribution of 
savings among the various sectors constitutes an “advanced” form of 
economy. The substance of this statement is supported by the differing 
distribution of savings of several high-income countries presented in 
Table 33 on opposite page. Only columns 1(a) and 2 are comparable 
to their counterparts for India in Table 32. Column 3 combines the 
shares of personal saving and savings of unincorpoVated enterprises. 

We see how very different are the sectoral contributions in different 
countries (and we shall note presently that in any given country these 
shares may undergo secular changes). But one may perhaps venture a 
generalisation that in the highly industrialised capitalist countries a 
contribution in the neighbourhood of some 20 percent of the total 
saving may be a minimum norm for the corporate sector. Denmark 
and Luxembourg can be easily treated as different types of economies 
— with a preponderance of agriculture. Denmark has relatively more 
industry, but it is chai^cterised by the cooperative instead of corporate 
form of organisation; Luxembourg has hardly any urban industry. 
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Table 33. sectoral shares of saving in selected high-income 
• countries, 1950-55 (Average) 



(Percentage of total saving) 



Country/SectoJ 

Corporations 

Private Public Government 

Households 
and private 
non-profit 
institutions 


* 1 (a) 

1 (b) 

(2) 

(3) 

U.K. 

70.4 

—10.6 

11.5 

28.7 

U.S.A. 

22.3 

25^3 


52.4 

Canada 

24.1 

2.8 

30.1 

43.3 

Japan 

16.9 

3r.6 


51.5 

Belgium (1950—53) 

15.5 

0.0 

-18.0 

102.7 

Luxembourg (1952— 

■55) 6.3 

— 

35.3 

58.4 

Denmark (1950—53 



26.5 

62.5 


Source: Worked out from U.N,, Star. Pap, Series H. No. 10 (January 1957). West 
Germany, Netherlands, Sweden & Switzerland not included because comparable 
figures arc not available. 


In India the small contribution of 6 per cent by the private corporate 
sector is also to be accounted for by the preponderance of agriculture 
— and moreover of the most unproductive sort. 

For no other country except U.S.A., is the breakdown for unincor¬ 
porated business available. From Goldsmith's monumental work al¬ 
ready referred to earlier, the long-term ratios are brought out in Table 
34 on next page. ■ 

We can make some comments on Tables 33 and 34. 

First of all, restricting our attention to the corporate private sector 
alone we observe that there is a very great difference between the 
projjortional contributions in post-war Britain and U.S.A. It is also 
noteworthy that the relative share of corporate savings to total savings 
in post-war *U.S.A. is about the same as the long period average of 
that country, and only slightly more than that of the so-called long¬ 
-run normal period average. 

Britain is known to be going through the thiiU cycle of her method 
of financing capital formation. The earliest phase of her industrial 
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Table 34. sectoral saving as percentage of total saving u.s.a., 

1897—1949 


. .- . . — - - 

. 

— 

- -- 

.. ...... 


Period/Sector 

Personal 

Agriculture 

Uncorporated 

business 

Corporations 
(private sector) 

Government 

Normal period 

» 65.8 

2.1 

4.3 

20.4 

7.4 

Whole period 

119.7 

9.4 

7.1 

22.4 

—58.6 


1 1897 -1949 excluding 1917 -1918. 19.10 -193-, 1942^5. 

Source: R. W. Goldsmith, op. cit. Vol. 1, Table S-8 p. 267. 
W’c have separated agricultural saving from personal saving. 


growth was characterised by the predominance of personal saving and 
personal enterprise (self-financing). Second phase: personal savings 
mobilised through public issues by corporations ( jointstock companies); 
corporate enterprise. Third (present) phase: Internal financing of capital 
formation by corporations (profit retention), almost eschewing market 
floation of new stocks; — another phase of self-financing. i 

Secondly, government saving has become an important element in 
post-war national saving in almost every country. 

Thirdly, comparing with the Goldsmith estimates of long-term sec¬ 
toral shares of U.S. savings, we find that for the whole period the 
contribution of unincorporated enterprises including agriculture was 
below 17 per cent, and for the “normal period” below 7 percent, whereas 
in post-war India unincorporated enterprises contribute more than 40 
percent towards the nation’s capital formation. On the other hand, 
both personal savings and corporate savings contribute far larger shares 
in the U.S.A. than they do in India. The diflcrences in the shares of 
saving contributed by the private corporate sector ki the two countries 
can be easily explained by the large size of the corporate sector (both 
relative and absolute) and the higher rate of retention practised by 
the U.S. corporations 2. 

1 Cf. E. A. Radice's clear account in “The State and Investment’*, Studies in 
Capital and Investment (cd. G. D. H. Cole; published by Victor Gollancz Ltd, London 
1935), pp. 296^-99. 

For a brief reference to the earlier two phases, see F. A. Hayek’s historical note 
on “Saving” in his article in the Encyclopedia of Social Sciences VoL XIII. 

2 The post-war corporate profit retention rates arc again much higher in U.K.j 
than U.S.A. (See infra. Chapter 6). 

The corporate sector enjoys a much higher relative position in the U.K., than in 
the U.S. 
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The far larger share of contribution made by personal saving to the 
total* national saving in the U.S. than that not only in India, but in 
most other countries cited, with the possible exception of Belgium, is 
perhaps best explained by an exceptionally high level of personal in¬ 
come, inequality of income distribution (the latter combined with the 
former, for in Ino^a the inequality is perhaps even greater, but it is 
on a low level of income), and reinvestment of dividend by private 
persons*. • 

We can conclude this section by summarising our main finding. This 
is that while the absolute level of per capita saving and the national 
saving-income ratio are comparatively low in India, the relative contri¬ 
bution of unincorporated enterprises is very high; that of personal sav¬ 
ing is fairly high; that of modern business sector (corporations and 
foreign) very low; and, that of government saving below that of most 
other countries cited, though not inconsiderable. It is useful to sum¬ 
marise the main figures, (see next page). We also add the sectoral saving- 
income ratios which we did not present in section 3 above. 

5. BROAD CONTOURS OF THE PICTURE 

Let us now re-touch and bring into relief the broad contours of the 
total picture that we have sought to depict in this chapter. 

First of all, the level of the economy is low. 

Secondly, this low level manifests itself in the sectoral contribution 
to the national income : an overwhelming majority of the working popu¬ 
lation — some 70 percent of the total working force — is engaged in 
an unproductive agriculture; every other sector, with the exception of 
domestic services, is more productive than agriculture. 

Thirdly, saving capacities are found to correspond to the relative 
productivity of the sectors. 

Fourthly, the basic picture of the sectoral proportions is going to 
hol<> for quite some time: the ongoing changes in the economy will 

• 

1 Some 30% of dividends were re-invested by dividend receivers in the U.S.A. 
during 1919—37. See M. Tailel, TNEC Monograph No. 12, quoted in J. Steindl, 
• Maturity and Stagnation in American Capitalism (Basil Blackwel, Oxford 1952), 
p. 116. Another estimate (H. S. Dennison & others. Toward Full Employment, New 
York 1938, pp. 170—71) gives as much as 45% of total corporate dividends paid 
out in 1929 as saved. 
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Sectoral and national incomes, savings and saving-income ratios 


For the period 1948—53 


Sector/Items 

Income 
(Rs crores) 

Saving 
(Rs crores) 

Saving- 
income 
ratio (%) 

Sectoral 
saving to 
NDCF (%) 

Business sector 





a. Corporations 

537 ») 

207 2) 

38.6 

4.1 

b. Foreign enterprises 

172 5) 

78 2) 

45.3 4 ) 

1.5 

c. Unincorporated enterprises 

7,685 5) 

2,075 2) 

26.7 

41.1 

Total business sector 

8,394 

2,360 

28.1 

46.8 

Rest of the economy ^ 
a. Government 

4,799 

673 

14.0 

13.3 

b. Personal 

44,357 

2,012 

4.5 

.^9.8 

Total for the Rest 

49,156 

2^658 

~ 5.5 

53.2 

Indian Economy * 

57,550 

5,045 7) 

8.8 

100.0 


* Profits after tax stepped up, plus 50 crores of concealed income identified. 

2 From Table 11. 

' Sec Appendix XI. 

^ It may be noted that during the later two years (1954 & 55), the ratio fell sharply 
— to 31.5 percent of profit. 

5 From Table 10. 

^ Income figures from ENI, and saving figures from Appendix XIV. Figures for 
Personal sector have been obtained rcsidually. 

The figure of net domestic capital formation (NDCF) taken at the mid-point of 
our lower and upper estimates. 

affect this picture only very slowly. Great changes are, however, occur¬ 
ring within the relatively small modern sector as composed by private 
and public (government) enterprises. The place of foreign enterprises 
is found for the year 1953 to be 29 percent of the modern private sector 
(Indian+foreign) excluding all financial enterprises. The relative changes 
with respect to the foreign enterprises sector could not be studied 
A comparison of the relative rates of expansion of the public and pri¬ 
vate 2 sectors shows that the former has been expanding more rapidly 
than the latter, but the expansion envisaged for the private sector (in¬ 
cluding that already realised) is in itself very considerable fpr the period 
1955—60. 

* It could not be studied by the more accurate method advocated by us in Chapter 3. * 
However, uncorrected figures of RBI suggest that foreign investment has almost 
doubled in less than 8 years. See infra, p. 156, Table 47, 

2 Excluding branches of foreign firms. 




THE PICTURE OF PROPORTIONS 


125 


Fifthly, profit type of income constitutes some 16 percent of natio¬ 
nal income. If we take profits of the modern private sector (corporations) 
only, its share is even below 2 percent. The corresponding shares in 
U.K. and U.S.A. during 1950—-55 were 15 and 13 percent respectively. 

Sixthly, the saving-income ratio in India during 1948—53 came to 
some 8 to 9 percent. This is lower than the rate in the high-income 
countries; lower also than that in at least two low-income countries of 
South-East Asia, but it is n*ot as low as it is sometimes supposed K 

Seventhly, business saving in India is the most important item in the 
national saving. During 1948—53 it constituted some 47 percent of the 
total national saving; personal saving contributed 40 percent, and govern¬ 
ment 13 percent. The contribution of the modern private business sector, 
however, was very small — below 6 percent — while the contributions 
of the same sector in U.S.A., Canada and Japan were respectively 22, 
24 and 17 percent during 1950—55. The high share of 70 percent in the 
U.K. was exceptional even for a high income country. The relative 
contribution of unincorporated enterprises to total national saving is 
higher in India than that in the U.S.A. But one must remember that 
the absolute amounts involved are incomparably higher in the U.S.A. 
It nevertheless means that it is even more important in India to study 
more thoroughly the income and the saving habits of this sector than 
has hitherto been done. 

Finally, we stress the fact once again that while the over-all picture 
of proportions in the Indian economy is relatively stable, including the 
place occupied by the modern sector, the relations obtaining within the 
modern sector are changing, and its own rate of expansion (as distinct 
from the rate of expansion of the economy as a whole) is quite rapid. 

Many details of this modern enterprises sector, e.g., the proportions 
of private limited companies and public limited companies, the propor¬ 
tion of different industries, the size of the units, etc, have not been in¬ 
cluded in thij chapter in order to avoid too much lop-sidedness. Our 
analysis of profitability that follows in the next chapter will relate to 
the private modern sector, and we shall more appropriately place some 
of these details in the introduction to that chapiter. 

^ The ratio will be at least lOgpercent by 1960. See infra, p. 212. 
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PROFITABILITY OF BUSINESS 


1. INTRODUCTORY 


LI Definition 

Profitability is the ratio of profit to investment, the latter defined in 
several alternative ways Any study of profitability therefore requires 
a quantitative knowledge of both profit and investment. It is highly 
circumscribed by limitations of the availability of statistics in both 
these respects. 

1.3 Restricted scope of study 

It is customary to study trends (and fluctuations) of profit and profi¬ 
tability of business with reference to corporate business alone, primarily 
because the statistics are more readily available and more accurate 
than those for unincorporated enterprises. 

For studying the trend and fluctuation of profit, this restriction 
probably does not matter much since profits of unincorporated enter¬ 
prises generally run parallel to those of corporations. If anything, corpo¬ 
rate profits are more important in business cycle analysis for generally 
they play a more influential role in shaping business expectations. Fluc¬ 
tuations of corporate profits are also generally ntorc intensive 2 . But 
nothing very definite could be said about the relation between the 
profitability of the two types of enterprise. It is quite possible that profits 
of unincorporated enterprises as a ratio of the capital employed are in 
many cases higher than those of corporations, because many of the fields 

1 Paid-up capital, net worth, total capital employed, etc. 

2 Cf. J. Tinbergen, Business Cycles in the United States of America^ 1919—1932 
Statistical Testing of Business Cycle Theories II (League of Nations Economic Intelli¬ 
gence Service, Geneva 1939), p. 125. 

Besides, Tinbergen founcf for the U.S. 1919 — 32 “a small lag of general profits 
behind corporation profits, and a trend diflerence, representing the growth of the 
corporation form of enterprise”. Loc. cit. « 
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in which unincorporated enterprises operate are less capital-intensive i 
and sales efforts are also less expensive. On the other hand, a great 
many unincorporated enterprises eke out a marginal or even submarginal 
existence and there is therefore a priori reason to believe that a considerable 
part of the unincorporated enterprises is less profitable than most of 
the corporations. The fact is that we have hardly any factual evidence 
to say anything very definite. Even for a country like the U.S.A., Gold¬ 
smith repeatedly complains (of a “scandalous ignorance of the financial 
situation and history of unincorporated business” 2 . To be sure, Friend 
and Kravis have recently made an interesting analysis of entrepreneurial 
income, saving and investment from data of Consumers’ Survey and 
Bureau of Labour Statistics. Highly useful as it is, it also throws no 
light on the question of profitability of unincorporated enterprises L 
It is in the U.S.A. that attention to this statistical leeway has been drawn 
by several authorities and some improvement is expected in the near 
future. A big development in this direction may be expected in India 
also. Meanwhile we are ignorant of the position in the unincorporated 
enterprises sector. 

In most of the high-income countries the statistics of corporate 
profits and investments are comparatively better explored. In India, 
even this work has to make much headway. In the present chapter we 
shall try to analyse the available material concerning the corporate 
sector alone. It must be emphasised, however, that for a country like 
India where the size of the unincorporated sector of business as a whole 
is far greater than that of the corporate sector (as we have shown in 
Table 27), collection'of its data (and their analysis) is an urgent necessity. 

• On the other hand, corporate enterprises which are comparatively more capital- 
intensive in most cases (note, however, that it has been found that the handloom 
industry is not less capital-intensive than the mill industry), enjoy the advantages 
of largcscale economies. Cf. Sargant Florence's three principles, viz., the principle 
of bul^ transactions, the principle of massed reserves and the principle of multiples. 
— See P. Sargant Florence, The Logic of British and American Industry. A realistic 
analysis of ecoitomic structure and government (Routledge and Kegan Paul Ltd., 
London 1953), pp. 49—52 & ff. 

2 Goldsmith, op. cit. Vol. I, p. 103. 

• 3 See, Irwin Friend and Irving B. Kravis, “Entrepreneurial Income, Saving and 
Investment”, American Economic Review^ June 1957.Steinc)l cites many examples to 
support the contention that profitability is positively correlated with size, but they 
cannot be considered conclusive. ^We have evidence to the contrary also. 
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/ J Two standpoints of viewing profitability ^ 

We shall begin by distinguishing two standpoints from which the 
profitability of corporations could be viewed, at least upto a certain 
point. These are profitability of investment and profitability of business. 

\ 

a. The standpoint of the shareholder 

The first is the standpoint of the shareholder or stock-investor (as 
distinct from the speculator 0 who, though he shares the risks of enter¬ 
prise — speaking of investors in common variable dividend stocks — 
primarily looks for a type of income which is akin to interest 2 . 

h. The standpoint of the firm 

The second standpoint is that of the firm itself as the unit of business. 
It is true that the operating efiiciency of the unit of business ultimately 
brings its benefits to the stock-investors. But nevertheless, upto a point 
the distinction remains valid and is often expressed in some of the ope¬ 
rating ratios published in investors' guidebooks. The distinction is 
particularly important when the economist is analysing the profitability 
of business. 

1.4 Ratios chosen for the present study 

Business profit can be studied as absolute quantities or as ratios of 
investment. The latter, as we remarked, are sometimes more meaningful 
for analysis, though the former, besides being a means to arrive at the 
latter, also weighs in the firm’s financial decisions. Our present preoccu¬ 
pation, however, is the study of ratios because it is the state of profitability 
in India that we want to investigate and see whether the level and the 
rate of corporate saving is influenced in any perceptible way by the 
state of profitability and whether international differences in corporate 
saving rates can be explained by differences in profitability. ^ 

’ A highly fruitful distinction between what may be called income-oriented stock- 
investors and speculative stock-investors is made by J. Tinbergen in “The Dynamics 
of Share-Price Formation", The Review of Economic Statistics, November 1939, 
p. 153. 

2 Cf. loc. cit. ‘ 

3 This question is finally investigated in Chapter 6. Sec infra, pp. 203—04. 

^ See infra, p.p. 193-197. 
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Since no one single ratio is satisfactory enough, profit and investment 
are Sficn related in many variant forms. For instance, dividends may 
be related to paid-up capital; net profit to net worth, and so on. There 
are several ratios which are usually published to indicate the state (and 
the prospect) of profitability of business K We have selected the following 
ratios for our study^n this chapter : 

1. Ratio of net profit to paid-up capital. 

2. Ratio of net profit to net worth. 

3. Ratio of gross profit to total capital employed. 

These terms will be defined where necessary as we proceed to discuss 
these ratios in successive sections. 

Because of the scarcity of profit data in India we were not able to 
choose a long period for study. The only period for which all the ratios 
are available is 1946—55. 

The main sources are the Taxation Enquiry Commission Report 
1953—54 and the Reserve Bank of India Bulletin, which give data for 
the overlapping periods of 1946—51 and 1950—55 respectively. 

Great difficulty has been encountered in collecting comparable figures 
from some other important countries which would enable us to evaluate 
the relative profitability of Indian business. 

Attempts have however been made to institute such a comparative 
evaluation in sections 6 and 7. 


2. STRUCTURE OF MODERN PRIVATE SECTOR 

The structure of the modern private sector is briefly described in 
four sub'sections that follow. The description is coloured by the ready 

* Cf. 13 itemsi bearing on the financial and operating ratios published in Moody's 
InduArials (U.S.A.) since 1935: (1) Market price: Earnings per share (common) — 
Annual, High 4 ind Low; (2) Percent: Cash Dividend Yield on Common Stock; (3) 
Percent: Common Dividend to Earnings on Common; (4) Current Assets “-Current 
Liabilities; (5) Percent: Inventories to Total Current Assets; (6) Sales --- Inventories; 

• (7) Sales - Receivables; (8) Percent: Operating Net Income to Sales (“profit margin”); 
(9) Percent: Sales to Net Plant Value; (10) Percent: Op<irating Net Income to Net 
Plant Value; (11) Sales I Average Number of Stores; (12) Percent: Annual Depre¬ 
ciation Charges to Cost of Plant; and (13) Percent: Net Earnings to Net Worth. 


9 



Table 35. distribution of factories according to type of ownership — with figures of capital, 
EMPLOYMENT AND OUTPUT CONTRIBUTED BY EACH TYPE, INDIA, 1953 
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Source: Census of Indian Manufactures, 1953 (Directorate of Industrial Statistics, Ministry of Commerce and Induitry, 
Calcutta); Summary published as a Supplement to the Indian Trade Journal, March 31, 1956, pp. 38 39. 
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availability of data, but it will suffice to place in perspective the corporate 
sector and its different industries that will form the subject-matter of 
our study from section 3 on. 

2.1 Relative position of the manufacturing industry in the corporate 
and unincorporated sectors 

It is useful to give an indication of the relative position of the manu¬ 
facturing industry covered %y the Factories Act i in the corporate and 
unincorporated sectors. In Table 35 we show the distribution of factories 
according to ownership and their relative size and scale of operation. 

In contrast with the relatively small number of its units, the prepon¬ 
derance of the corporate sector in terms of capital, employment and 
output stands out sharp and clear. Again, within the corporate sector, 
the predominance of the public limited companies stands out almost 
equally sharply. 

2.2 Size distribution of manufacturing units 

The distribution of manufacturing units (covered by the Census 
of Manufactures) by size and the scale of operation of the size classes 
may be of some interest. This is brought out in Table 36 next page. 

Let us consider the units employing less than 100 persons as small, 
those employing between 100 and 1000 persons as medium, and those 
employing above 1000 persons as large. We then find that some 77 
percent of the units are small, some 16 percent are medium, and only 
about 7 percent are large. But these 7 percent of the units account 
for 62 percent of the productive capital, 70 percent of employment, 
60 percent of gross output and 74 percent of value added by manufacture. 
It is reasonable to assume that these large units belong almost entirely 

to the corporate form of organisation. 

• 

1 The Factories Act of 1948 defines factories as those units of production which 
employ between 10 and 20 persons and use power^ and all those units which employ 
20 or more persons with or without using power, (vide Rangnckar, op. cit. p. 89n.). 

, But the Census of Indian Manufactures covered only those factories that employed 
20 or more workers and used power (as in section 2(j) oj* the Indian Factories Act, 
1934. (vide, Fifth Census of Indian Manufactures, p. 3; also St at. Abs. 1953—54, 
p. 655). 
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Table 36. distribution of factories according to size — with 
PERCENTAGES OF CAPITAL, EMPLOYMENT AND OUTPUT — INDIA ^1953 


Size class (by number Factories from Productive Employ- Gross Value 

of persons employed) which inform- capital ment output added 

ation was re¬ 
ceived 



Number 

Percent 

Value 

incrores 

Percent 

Percent 

Percent 

Percent 

Below 20 

1,474 

23.0 

12.71 

1.7 

1.0 

1.0 

0.3 

20-49 

2,357 

36.8 

32.91 

4.5 

4.8 

6.8 

2.5 

50—99 

1,121 

17.5 

32.34 

4.4 

4.7 

6.9 

2.9 

100—249 

565 

8.8 

49.22 

6.8 

5.4 

7.9 

4.4 

250-499 

222 

3.5 

51.66 

7.2 

4.8 

6.8 

5.3 

500—999 

207 

3.2 

95.72 

13.1 

9.4 

10.1 

10.3 

1,000-1,999 

221 

3.5 

133.60 

18.3 

20.0 

18.8 

21.1 

2,000—4,999 

198 

3.1 

193.60 

26.5 

36.1 

28.1 

34.3 

5,000 and above 

35 

0.6 

126.90 

17.5 

13.8 

13.6 

18.9 

Total 

6,399 

100 

728.65 

100 

100 

100 

100 


Source: Same as Table 35. 


2.5 Size distribution in the corporate sector 

It is appropriate to give some idea of the size distribution in the 
corporate sector with which we are more directly concerned. The dis¬ 
tribution of paid-up capital is available in manufacturing and non¬ 
manufacturing groups with further industrial breakdowns. For gaining 
a general impression we do not go into those. The distribution chosen 
by us is given in Table 37. 

The relative smallness of the number of the larger units and their major 
share in the total paid-up capital stand out. The preponderance of 
large units in terms of total paid-up capital is much greater in the case 
of public limited companies than in the case of private limited companies. 
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Tabl^ 37. NUMBER and paid-up capital of public and private 
LIMITED COMPANIES AT WORK DURING 1951—1952 
— By Size — 


Size class (by 
paid-up capital) 
(Rs. lakhs) 

public limited Companies Private limited Companies 

Number of 
units • 

Paid-up 
Capital 
(Rs. crores) 

Number of 
units 

Paid-up 
Capital 
(Rs. crores) 

1 and below 

4,865 

16.72 

8,283 

24.42 

1 to 5 

2,413 

62.70 

2,390 

61.50 

5 to 10 

732 

57.02 

326 

26.18 


880 

202.21 

247 

54.91 


132 

95.28 

21 

15.79 


67 

163.88 

21 

38.17 

Total 

9,089 

597.81 

11,288 

220.97 


ourcc: TEC Report, Vol. I, pp. 264 — 67. 


2.4 The relative position of different industries in the corporate sector 

We now close this section by presenting the relative position of different 
industries in the company sector since we shall have occasion to refer 
to different industries repeatedly, with only various types of rates as 
measures of profitability. As a consequence, the relative position of 
different industries could easily be obscured. We therefore present 
(in Table 38) the relative position of different industries in the company 
sector for a single year. It should help us to form a rough idea of the 
relative position of different industries. Wc have remarked in Chapter 3 
that paid-up capital over-estimates the business of private limited com¬ 
panies as represented by total capital employed, especially in the non¬ 
manufacturing industries K But, for the rough estimate of comparative 
size that we :Sleek to obtain here, this question can be neglected. 

, ' The RBI estimates the business of private limited companies (as measured by 
total capital employed) for manufacturing and non-manufacturing groups together 
at some 20 percent instead of 27 percent as shown by pmd-up capital in Table 38 
(sec Appendix I). However, the position of the manufacturing industries is represented 
substantially correctly by pafd-uia capital. 
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It can be noted that private limited companies are less imports^nt in 
the manufacturing group than in the non-manufacturing group. The 
samples from which our material for the study of profitability are taken 
cover mainly manufacturing industries and are drawn exclusively from 
the public limited companies. i 


Table 38. paid-up capital of Indian joint-stock companies in 
1951—52. By Industry 


Industry 

Amount (Rs crores) Percent of total 

Manufacturing industries 



Cotton Textiles 

111.63 

20.4 

Jute Textiles 

28.29 

5.2 

Other Textiles (Silk & Woollen) 

6.78 

1.3 

Iron & Steel 

19.01 

3.5 

Engineering (incl. electr. goods) 

72.26 

13.2 

Sugar 

25.57 

4.7 

Chemicals 

27.79 

5.1 

Paper 

12.62 

2.3 

Vegetable oil 

14.28 

2.6 

Matches 

2.92 

0.5 

Cement 

19.90 

3.7 

Tea Plantations 

24.15 

4.4 

Other Plantations (Coffee & Rubber) 

4.99 

0.9 

Coal 

21.12 

3.9 

Electricity (Generation & Supply) 

29.09 

5.3 

Shipping 

16.16 

3.0 

Others 

109.40 

20.0 

Total 

545.96 

100.0 


Private Limited Companies as percentage of all mfg. companies 18.1 


[Table concluded on next page] 
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Industry Amount (Rs crores) Percent of total 


Non-manufacturing industries 



Transport & Communications 



(ot]pier than shipping) 

12.35 

4.5 

Trading 

88.67 

32.5 

Managing Agency 

35.29 

12.9 

Banks 

36.91 

13.5 

Insurance 

12.50 

4.6 

Investments 

26.68 

9.8 

Other financial companies 

8.28 

3.0 

Hotels 

2.81 

1.0 

Theatres, Motion Pictures & Films 

9.84 

3.6 

Miscellaneous 

39.49 

14.6 

Total 

272.82 

100.0 

Private Limited Companies as percentage 

of all non-mfg companies 44.8 

Grand total 

818.78 


Private Limited Companies as percentage of mfg and non-mfg 
companies combined 

27.0 


Source: TEC Report, Vol. I, p. 105. 


3. RATIO OF NET PROFIT TO PAID-UP CAPITAL 
3.1 The figures 

It is well known that the ratio of net profit to paid-up capital is the 
roughest of the three measures of profitability that we are studying. 
We shall therefore be brief. 

We are able to present in Table 39 the net profits of Indian industries 
as a percentage of paid-up capital by industry for 1946—51 only. For 
later years, we can give only the averages of all industries from the 
Reserve Bank of India’s sample data. The series of average rate of net 
profit to paid-up capital for the TEC sample do*not link very perfectly 
with those of RBI sample. We have therefore introduced a correction 
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Tabic 39. net profit ^ as percentage of paid-up capital 2 india 

1946—55 


A. T,E.C, data by industrial breakdowns^ 1946—51 


Industry / Year 

1946 

1947 

1948 

1949 

1950 

1951 Average 
1946-51 

1. Cotton textiles 

33.8 

28.7 

52.8 

17.1 

22.1 

32.2 

31.2 

2. Jute textiles 

20.0 

17.5 

16.9 

— 

21.8 

24.0 

15.8 

3. Other textiles 

15.7 

22.4 

12.9 

5.0 

10.8 

6.3 

11.5 

4. Iron and Steel 

23.4 

16.3 

14.7 

21.0 

22.4 

30.3 

21.5 

5. Engineering 

3.8 

5.2 

4.0 

4.3 

4.0 

5.0 

4.4 

6. Cement 

7.7 

4.7 

6.7 

8.7 

12.8 

16.9 

10.0 

7 . Sugar 

11.6 

17.3 

30.1 

11.2 

16.1 

24.3 

18.4 

8. Paper 

23.7 

14.6 

19.9 

25.3 

36.1 

47.2 

28.1 

9. Vegetable oil 

15.1 

12.5 

10.0 

9.0 

5.0 

— 

8.2 

10. Chemicals 

4.9 

4.9 

1.3 

2.8 

4.6 

4.7 

3.8 

11. Matches 

59.2 

41.8 

45.9 

55.1 

45.9 

43.9 

49.0 

12. Coal 

16.6 

14.6 

15.3 

22.8 

18.5 

16.8 

17.4 

13. Electricity 

9.0 

10.2 

11.1 

11.1 

10.2 

10.2 

10.3 

14. Shipping 

11.8 

— 

— 

— 

2.3 

16.2 

4.2 

15. Tea Plantations 

28.2 

33.9 

20.9 

22.2 

35.1 

20.7 

26.6 

16. Coffee Plantations 

11.5 

8.0 

10.3 

12.6 

17.2 

23.1 

13.6 

17. Others 

12.2 

11.3 

11.9 

12.7 

16.5 

17.1 

13.8 

1 All industries (TEC) 

16.6 

13.8 

16.7 

10.1 

15.1 

18.8 

15.2 

II All industries avera¬ 
ge (TEC sample cor¬ 
rected for linkage 
with RBI sample ^ 

12.9 

10.7 

13.0 

7.8 

11.7 

14.6 

11.7 


1 Profits after allowing for depreciation, managing agency commission and 
taxation. 

2 Paid-up capital excluding bonus shares issued during 1946—51. “—” indicates 
losses. 


Linkage: 


Deflated on the basis of linkage with RBI series as follows:— 

1950 4951 ) ^ ^ ^ ^ . 

TEC 15.1 P.C. 18.8 p.c. i 

of TEC series to RBI series is .776 




RBI 11.5 


18.8 p.c. , 

14.9 „ 
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B. All-industries average rates for a continuing series 1946—55 
— Percentages — 


Year , 

Linked on the basis of 
RBI series with average 
proportions of 1950 & ’51 

Linked on the basis of 
I’EC series extended 
forward i 

1946 

• 12.9 

16.6 

1947 

10.7 

13.8 

1948 

13.0 

16.7 

1949 

7.8 

10.1 

1950 

11.7 

15.1 

1951 

14.6 

18.8 

1952 

8.8 

11.0 

1953 

10.5 

13.1 

1954 

12.1 

15.4 

1955 

15.2 

21.0 

Average 1946—55 

11.7 

15.2 

„ 1951—55 

12.2 

15.9 


> Used mainly for comparison in § 5. 6. 3. Sec p. 152. 


Sources: A. Taxation Enquiry Commission Report (1953—54), vol. I, p. 306. 

Questionnaire data provided by 492 companies. 

B. R.B.I. Bulletin Sept. 1957, loc. cif., calculated from Tables 2 and 13. 

for consistency and have thus obtained a corrected series for the average 
of all industries, which is shown in section II of Table 39-A and in 
Table 39-B, The correction is made on the assumption that the RBI 
sample is more representative ^ while a second series is also provided 
in Table 39-B to represent the higher position. 

It is quite possible that profitability is affected by the size of the firms. 
The average size of companies in the TEC sample as measured by paid- 

^ Here we have taken the average of the two years, 1950 & 1951, for determining 
the proportion for linkage. For the purpose of determining the marginal corporate 
saving propensity we have adopted quite another method — viz., forward and back- 
•ward extension of the two samples. Sec in/ra, § 6.5.1. 

In this chapter also we shall use a forward extension <»f the TEC series for com¬ 
parison with a series obtained for the U.K. from fhe Economises samples. • See 
infra § 5.6.2. 
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Up capital is larger than that of the RBI sample. The lower rates for 
the RBI sample in the two overlapping years may be partly explained 
by this fact. 

Confining our remarks to the TEC sample for the years 1946—51 
we see that Cotton Textiles, Iron and Steel, Paper, Matches, and Tea 
Plantations were the most profitable lines. Second in rank come Jute 
textiles. Sugar, Coal, Coffee Plantations, and Others. Other textiles. 
Cement, Vegetable oil, and Electricity yielded moderate rates. Engin¬ 
eering, Chemicals, and Shipping were the least profitable. 

4. RATIO OF NET PROFIT TO NET WORTH 

4.1 Introduction and definition 

This is frequently called the most satisfactory of all measures of profi¬ 
tability because this ratio answers the points of view of the stock- 
investor as well as the business firm. Net worth is usually defined as all 
the assets of a company to which the stock-holder has title, i.e., net assets 
after deducting liabilities and prior charges. On the capital account, 
it consists of the paid-up capital, all reserves other than taxation and 
depreciation reserves, and the balance of profit. 

The ratios of net profit to net worth are set out by industry in Table 
40 for the period 1946—55 in two sets of overlapping years. It may be 
noted that the two sets do not correspond perfectly. A correction for 
overlapping has been introduced in the all-industries total only. How¬ 
ever, the inter-industrial pattern is not materially distorted. 

4.2 Comparison with ratio of paid-up capital 

For the sake of easy comparison, the two rates covered so far are 
placed side by side in Table 41 by industry. The average of the period 
1946—51 has been chosen because industrywise ratios of net profit to 
paid-up capital are more readily available for these years. 

Since net worth is a larger sum, of which paid-up capital forms a part 
(some 64 percent for the all-industries average, 1950—55) it is quite 
clear why col. 2 is consistently lower than col. 1 in all industries. The 
inter-industry pattern of differences, however, is not the same for the 



Table 40. net profit* as percentage of net worths, India, 1946—55. BY INDUSTRY. 
Induslry Year* 1946 ’47 '48 '49 ’50 ’51 ’50 ’51 ’52 ’53 ’54 ’55 /j—55 

Cotton textilss. 13.1 10.7 17.7 5.6 7.1 10.5 /0.6 6.5 9.6 2.1 3.8 3.8 8.6 Sj5 
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Table 41. comparison of two profitabiuty rates, india 1946—51 

BY industry 


(Rates in percentages) 




Net profit io 

Net profit 

Industry Type of Rate paid-up capital 

to net worth 




(2) 

1. Cotton textiles . 


. 31.2 

10.6 

2. Jute textiles . . 


. 15.8 

8.0 

3. Other textiles 


. 11.5 

8.2 

4. Iron and Steel . 


. 21.5 

11.7 

5. Engineering . 


. 4.4 

3.6 

6. Cement ... 


. 10.0 

8.8 

7. Sugar. 


. 18.4 

9.3 

8. Paper. 


. 28.1 

11.9 

9. Vegetable oil 


. 8.2 

6.0 

10. Chemicals . . . 


. 3.8 

3.2 

11. Matches . . . 


. 49.0 

16.5 

12. Coal. 


. 17.4 

9.3 

13. Electricity (generation and supply) 10.3 

8.4 

14. Shipping . . . 


. 4.2 

2.4 

15. Tea Plantations 


. 26.6 

14.5 

16. Coffee & Rubber Plantations 13.6 

10.0 

17. Others .... 


. 13.8 

9.3 

I Total 


Without correction 15.2 


(Average 1946—51 

( 

With correction 11.8 

8.7 

II Average 1951—55 


12.2 

7.9 


Sources: Tables 39 and 40. 


two ratios (net profit to paid-up capital, and net profit to net worth). 
Since the amount of net profit involved in the two rates is the same, this 
divergency in the inter-industry pattern for the two ratios arises because 
the proportion of paid-up capital relative to net worth is different in 
each industry. 
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However, it may be noted that the broad ranking is about the same as 
obsetved for the rate on paid-up capital — Matches maintaining the 
highest position but Tea Plantations occupying the second place instead 
of Cotton textiles. Significant difference is to be observed in the cases of 
Cement, Electricity^ and Coffee Plantations. The first two of these jump 
from third rankingTO the second. Coffee rises from second ranking and 
comes very near first ranks. This means that reserves and balance of 
profit are relatively less important than paid-up capital in the composition 
of their net worth. 

One general point about this inter-industrial comparison that emerges 
is that in many cases where the rate on net worth is relatively much lower 
than the rate on paid-up capital, it may be due to large reserves built 
up either during the period considered or from an earlier period. In 
still other cases where the rate on net worth tends to move the industries 
to a higher ranking than is indicated by the rate on paid-up capital, 
it does not necessarily indicate a better position than the other type 
just mentioned. For their reserves and balance of profit position are 
comparatively weaker. 


5. RATIO OF GROSS PROFIT TO TOTAL CAPITAL EMPLOYED 

5./ Introductory 

We now come to what we consider the most significant criterion of 
the profitability (and synonymously, of the efficiency) of a firm as an 
entity sui generis, chiefly on theoretical grounds. For it is in the nature 
of a general consideration that a firm (entrepreneur) brings together all 
the other factors of production with the help of the capital it mobilizes. 
In many instances (at any rate in many Western countries), capital other 
than the stock-holders' plays quite a dominant part in the operation 
of joint-stock business. It is therefore relevant to consider stock-holders’ 
capital as wqjl as borrowed capital together and see what rate of profit 
is earned on this total capital. 

5.2 Definitions • 

Definition!. Before proceeding to analyse the rates presented in 
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Table 42, we must carefully examine what the two terms, ‘'total capital 
employed” and “gross profit”, cover. * 

“To/j/ capital €mployed'\ In addition to the net worth, the T.E.C. 
and the R.B.I, definitions include the following iten^s: 

1. taxation reserves; 

/ from banks, ^ 

\ mortgages, 

2. borrowings \ debentures, 

I due to trade, 

\ others; 

3. other current and non-current liabilities; 
which are equivalent to total assets net of depreciation. 

'‘"Gross profir. Gross profit has been defined (by the T.E.C. and 
the R.B.I.) to include interest charges, managing agency commissions, 
and provisions for taxation. Depreciation charges have been excluded. 

In Table 42 columns 1 to 10 show rates calculated on the above 
definitions of “total capital employed” and “gross profit”. 

It is quite consistent to include in gross profit the taxation reserves 
and interest charges while including taxation reserves and borrowings 
in the item of capital. ‘ The inclusion of managing agency commissions 
may be disputed as well as defended. It is a matter of choice, it may be 
disputed on the grounds that managing agency commissions are an 
operational charge which should be deducted from gross profit. On the 
other hand, since managing agents themselves often hold a controlling 
share of stocks 2, it has been a common presumption in India that their 
commission is a covert way of diverting a part of profit into their pockets. 
Implicitly accepting this presumption, the T.E.C. and the R.B.I. have 
included this item in gross profits. 

^ It must be noted that inclusion of taxation reserves in the capital item as welb 
as in the gross profit boosts up the rate of gross profit. 

2 They are usually the highest single holders of stocks, often holding as high as 
25 percent of the common stocks. 
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Indeed, in many cases the remuneration of the managing agents 
appears to be too high ' 

But it is necessary to bear in mind the borderline nature of the item. 
Part of it — though exactly what part, it is difficult to ascertain — is 
certainly genuine compensation for the services rendered by the managing 
agents. But generally a much larger part is sheer diversion of profits into 
the pockets of the managing agents by means of their controlling power 
in the business concerned. « 

To complete the description of Table 42: 

Two more variant definitions of gross profits have been used to obtain 
the rates shown in columns 11 and 12. For the sake of convenience, the 
definition used for the columns 1 to 10 is designated variant definition I, 
column 11 is variant definition 11, and column 12 variant definition III. 

Variant definition II: 

Gross profits include managing agency commission and interest 
charges, but exclude (provision for) taxes. Similarly, “total capital 
employed” excludes taxation reserves, but includes all the other items 
shown in variant definition I (Net worth + borrowings + other current 
and non-current liabilities). 

Variant definition III: 

In this definition profits are net except for interest charges. Depreci¬ 
ation, taxes, and managing agency commission are excluded. 

Here, the “total capital employed” remains the same as under variant 
definition II. 

5.3 Comparison with ratio of net worth 

a. Comparing definition I: The purpose of using the second and the 
third variant definitions will be made clear in the next paragraph. 
Two remarks about the first variant are in order. 

> The average for 1950—54 in the R.B.I. sample was 13.5 percent of profits in¬ 
cluding taxation and managing agency remuneration. In Cotton textiles. Jute textiles, - 
Coal mines, and Shipping i'it exceeded 20 percent of profits and was even larger than 
retained profits .... it was relatively low in iron and steel industry and tea plantations 
where it was less than 10 percent of profits". R.B.L Bulletin, January 1957, p. 11. 
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One is that the broad inter-industrial pattern of profitability shown 
under this definition (cf. column 10) is similar to that shown by the rate 
of net profit to net worth (Table 40). 

Two, a somewhat curious result is noticed when we compare the 
two rates (the rate of net profit to net worth with the rate of gross profit 
to total capital employed, first variant) industry by industry. This is that 
except in four cases (see TJpble 43), the former is lower than the latter. 
Normally, if the borrowed capital is efficiently utilized, we should expect 
the benefit to accrue to the stockholders. This should manifest itself 
in a higher return on stockholders’ capital (say, the ratio of net profit 
to net worth) than on total capital, which is usually stockholders’ 
capital plus borrowed capital. This condition is satisfied only in two 
cases — Iron and Steel, and to a far lesser degree. Sugar. Two other 
cases are neutral — the differences between the two rates being zero. 
These arc: Shipping, and Trading. 

Does this mean that all the other industries dealt with in our Tables 
utilise their borrowings ^ inefficiently? The question provides the raison 
d'etre of using the second and the third variant definitions. 

Incomparability of Definition I: A little probing beneath the surface 
would show that the rate of net profit to net worth and the rate of gross 
profit to total capital employed — first variant — as provided by the 
(T.E.C. and the) R.B.I. are not comparable. The most important single 
item is the amount provided for taxes. In Table 40 this amount enters 
neither in the net worth nor in the net profit. On the other hand. 
Table 42 — first (the T.E.C. — and R.B.I. —) variant, includes tax 
provisions both in the *‘total capital employed” and in the “gross 
profits” which means inflating the rate by 100 percent so far as this item 
is concerned. We need not go into details and try to determine the exact 
influence this and other factors exerted in making the two ratios in¬ 
comparable. For our purposes, we have given a sufficient argument in 
favour of the two other variant concepts used by us, the common charac- 

^ Wc use the word borrowings rather than borrowed,capital In consonance with 
the definition of total capital employed used by T.E.C. and R.B.I., because it includes 
both long-term and short-term capital. 


10 
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teristic of both being that tax provision is removed from the capital as 
well as the profit item. 

b. Comparing variant definitions with net profit to net worth 

From Table 43 we can see that the second variant '.hows an improved 

Table 43. percentage of net profit to net worth higher or lower 

THAN THE PERCENTAGE OF GROSS PROFITS TO TOTAL CAPITAL EMPLOYED 
IN THREE VARIANT DEFINITIONS, 1951—55 

(higher indicated by sign and lower by “—” sign) 


Net Profit profit as % of net worth higher 
as % of net lower than Gross profit as % 
worth Total Capital (Table 42). 

(Table 40) Variant I Variant II Variant III 


1. Cotton Textiles 

5.6 

— 

2.6 

— 

0.6 

4 

1.2 

2. Jute Textiles 

5.9 

— 

3.2 

— 

1.5 

4 

1.5 

3. Other Textiles 

3.7 

— 

1.4 

— 

0.5 

4 

0.1 

4. Iron and Steel 

17.6 

+ 

2.5 

4 - 

6.6 

4 

7.5 

5. Engineering 

6.4 

— 

0.9 

4 

2.8 

4 

3.3 

6. Cement 

11.0 

— 

2.8 

4 

1.3 

4 

2.9 

7. Sugar 

10.0 

+ 

0.2 

4 

2.9 

4 

4.1 

8. Paper 

10.6 

— 

1.6 

4 

1.2 

4 

2.7 

9. Vegetable oil 

— 







10. Chemicals 

3.0 

— 

1.8 

— 

0.6 

4 

0.1 

11. Matches 

11.0 

— 

3.1 

■1- 

0.4 

4 

2.9 

12. Coal 

6.5 

— 

1.8 

4 

0.4 

4 

2.0 

13. Electricity 

7.3 

— 

0.6 

4 

0.8 

4 

1.6 

14. Shipping 

5.1 


0.0 

4 

0.6 

4 

1.4 

15. Tea 

14.3 

— 

2.6 

4 

1.5 

4 

3'.7 

16. Coffee and Rubber 

14.0 

— 

1.9 

4 

1.3 ' 


2.3 

17. Trading 

4.9 


0.0 

4 

1.8 

4 

2.1 

18. Land and Estate 

1.6 

— 

2.2 

— 

0.4 

— 

0.1 

All Industries 

7.9 

— 

1.3 

4 

0.9 

4 

2.3 
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situation already. Neglecting Land and Estate, twelve out of seventeen 
groups show a higher return to net worth. And in the case of the third 
variant, all groups excepting Land and Estate ^ show a higher return 
to net worth. 

This Table suggests many further analytical lines which could be 
pursued, depending upon the object in view. We have succeeded in 
demonstrating that for th# given years most of the Indian industries 
did not use borrowed capital inefficiently. Inter-industry differences in 
the degree of efficiency in this respect certainly exists. It could be worked 
out by calculating in each case the proportion of borrowed capital used 
and comparing the differences between the rate on net worth and the 
rate on total capital as percentage of the rate on net worth. However, 
for such further refinements, it may be necessary to separate long term 
borrowed capital from other (short term) borrowings; and to relate 
the latter to the inventory, trade advances, etc. Let us clarify this 
point: by a glance at the difference with variant III (Table 43) we see 
that Iron and Steel, Engineering, and Sugar, have the largest margin 
in proportion to their rate on net worth. 

This means that they have utilised their borrowings in the most effi¬ 
cient manner 2. But this is only a first approximation. For a complete 
inter-industry comparison, the types of borrowings have to be distin¬ 
guished, — long-term and short-term, and in some cases even medium- 
term (e.g. mortgages). Then again, different industries are at different 
points in their business cycle in a given year. Therefore, long-term averages 
should be used. Perhaps our 5-year averages will not do too badly, 
though a longer-term average would certainly have been welcome. 

6. INTERNATIONAL COMPARISON 


6A Introductory 

It will be interesting to compare the profitability of business in India 
with that in some high-income countries. However, an international 

^ Wc have included the item only because the R.B.l. has provided it; and elimi¬ 
nation would necessitate the recalculation of all the totals? The position of Vegetable 
oil has not been determined. 

2 It may be noted that sugar enjoyed the benefit ^f a protective tariff 
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comparison of profitability is extremely difficult to make in any very 
precise way. Certain broad things are of course known. For instance, 
it is well known that during the prosperous years of the inter-war period 
and earlier, some of the extractive industries which were worked and 
owned by foreign enterprise, were highly profitable ^ in India and other 
low income countries. If we go farther back to the period of high capi¬ 
talism of the 19th century it is even possible to assert that foreign invest¬ 
ment in certain types of industries — not j?ll — in the now (and also 
then) low-income countries was much more profitable than investment 
within the metropolitan countries (say England, Holland, France, etc.). 
That avantage often flowed from political control rather than from greater 
entrepreneurial efficiency — speaking of these foreign enterprises 
operating abroad as against the enterprises operating within the metropo¬ 
litan countries. 

Beyond these broad historical generalities, when we come to make 
an exact study of comparative profitablility in India and in some high- 
income countries with the help of actual figures, we meet with the dif¬ 
ficulty of obtaining comparable figures. The general problem of instituting 
an international comparison of profitability arises from two basic things. 
One is that figures of profit are often misleading because, among other 
things the practice of writing depreciation differs considerably more 
between different countries than between industries or corporations 
within one country. Secondly, figures of capital are also calculated on 
widely varying practices. In this respect, two distinct practices are followed 
for quoting share capital. In U.K. and many Commonwealth countries 
including India, and also in some European countries like the Nether¬ 
lands the system of showing nominal paid-up capital is in vogue 
whereas in U.S.A. and many other countries it does not exist 2. It 
seems that an attempt to collect comparable figures from among the 
first group of countries is more repaying. Moreover, a rather close 
similarity of accounting practices of U.K. and India makes it somewhat 

1 International shares of some of the big firms are now quoted ir the American 
way. 

2 Therefore profit rate on paid-up capital is not used. Rate on net worth should 
be theoretically comparable, but since net worth has to be calculated on the valuation 
of assets, there are difficulties in establishing comparability. It would be better to 
seek a comparison of the rate of return on total capital employed. We have not 
had the time to take up the extra load of work. 
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more meaningful to look for a comparison with the profitability in U.K. 
We shall therefore make U.K. the main field of our comparison: We 
have all-industry average data on all the types of profit-rate that we have 
discussed for India. Only for the ratio of net profit to paid-up capital 
do we have firm ffigures from another country, the Netherlands 
which we may deal with first. After covering these two countries we shall 

pass on to assess the profitability of foreign enterprise in India 2 . 

# 

6.2 The Netherlands 

We give only the ratio of net profit to paid-up capital (nominal value 
of shares). This is set out in Table 44 on the next page. 

We find that the profit rate has been very much higher than that in 
India (Table 39) and in the U.K. (Table 45). Another striking thing 
is that except for a very slight setback in 1954, the rate of profit has been 
steadily and continuously rising from 1947 to 1955. The staggering 
profits of the Dutch international shares of the four giant companies 
provide a clue to the flow of dollar funds into the country which contri¬ 
buted so much towards creating the Dutch miracle of a quick rise in 
the foreign exchange reserves during the first post-war decade. 

Little economic significance could attach to the lower profitability 
of Indonesian shares since it is chiefly attributable to the altered poli¬ 
tical conditions. Note the good conditions of shipping as against very 
poor conditions in the same line of business in India. 

6.3 United Kingdom 

Very elaborate comparison can be made on the basis of balance sheets 
and appropriation accounts of some 2800 companies published quarterly 
by The Economist. However, to restrict our work to manageable pro¬ 
portions, we have taken only the aggregate data of those sample com¬ 
panies which publish their reports during October—December. The 
post-war rates are shown in table 45. 

1 It may of course be possible to collect comparable figures from more countries. 
But in our limited study we could not divert our main effort in that direction. 

2 Figures of return on British overseas investment are available country-wise 

and also industrywise for the total (not for each country Vhere the investments are 
spread). But these are dividends and interests actually entering U.K. Some of these 
figures are shown in Appendix ^Vl. \ 
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Table 44. net profit i as percentage of nominal value of shares 
IN THE NETHERLANDS, 1947—56 


Year 

Wcights2 
Col. No. 

Inter¬ 
national Manufact. Shipping Banks 
shares industry 

47 24 8 8 

(1) (2) (3) (4) 

Indo¬ 

nesian^ 

shares* 

13 

(5) 

Weighted 
Incl. (1) 

(6) 

Average 
Excl. (1) 

(7) 

1947 

-(*) 

15.1 

13.7 

19.2 

13.1 

_ 

15.0 

1948 

-(*) 

16.0 

16.2 

16.8 

12.1 

— 

15.2 

1949 

44.9 

16.1 

18.1 

15.6 

17.0 

29.9 

16.6 

1950 

61.1 

20.8 

25.5 

17.9 

10.1 

38.5 

18.5 

1951 

73.8 

25.5 

35.3 

21.1 

12.3 

46.9 

23.1 

1952 

72.3 

22.2 

49.0 

18.5 

13.7 

46.5 

23.6 

1953 

76.6 

28.5 

29.1 

18.8 

15.4 

48.7 

23.9 

1954 

86.2 

28.8 

25.3 

20.2 

14.2 

52.9 

23.4 

1955 

103.7 

33.2 

35.1 

23.7 

10.5 

62.8 

26.5 

1956 

108.0 

29.7 

39.0 

23.8 

9.8 

64.2 

25.3 


Average for the 

period covered 78,3 22,6 28,6 19.6 12,8 47.8 20.6 


1 Profit after deducting depreciation and taxes. 

2 Weights obtained from **Maandstatistiek van het Financiewczen” (Central 
Bureau of Statistics) April, 1955. 

3 The international shares of A.K.U., Royal Dutch, Unilever, and Philips. 

* Not available for these years for Royal Dutch Oil, and therefore not shown. 


Sources: a. Rotterdamsch Beleggingsconsortium N.V. Verslag over 1957, p. 17, 
(for cols. 1 to 5) on the basis of C.B.S.-A.N.P. figures, 
b. Cols. 6 and 7 worked out on the basis of weights obtained as shewn in 
note 2. above. 
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Table 45. profit rates i in the united kingdom, 1948—55 
(All rates expressed as percentages) 

Gross Profit to Total Capital 
1 II Hi 

Net Profit Profit before tax Profit after tax Profit after tax 

to Net Profit plus directors' plus directors’ plus debenture 
Type of rates Paid-up to^ cmoluinents,ctc. emoluments etc. interest to total 
Capital Net Worth plus debenture plus deb. inte- capital excl. tax 
interest to total rest to total ca- provision 
capital pital excl. tax 

provision 


Year <3ol. no. 

(1) 

(2) 

(3) 

(4) 

(5) 

1948 

17.9(2) 

7.8(2) 

n.a. 

n.a. 

n.a. 

1949 

18.0(2) 

7.2(2) 

n.a. 

n.a. 

n.a. 

1950 

13.5 

6.2 

15.0 

7.2 

4.1 

1951 

24.8 

10.7 

20.6 

12.2 

6.7 

1952 

2.6 

1.2 

10.2 

3.4 

1.1 

1953 

14.6 

7.3 

13.4 

7.4 

4.8 

1954 

15.0 

8.1 

13.0 

6.9 

5.1 

1955 

15.7 

7.9 

7.1 

6.7 

5.0 

Average 

1951—55(3) 

14.6 

7.1 

14.0 

7.5 

4.7 


1 Calculated on the basis of definitions of capital and profit comparable 
to those adopted for Indian rates (Tables 39, 40 and 42). 

2 These are not exactly comparable to the rest of the series since the rates 
are taken directly from The Economist (January 28, 1950, p. 216), which 
gave them for a larger sample. 

3 Average could be calculated only for 1950—55. Instead, we give it for 
1951 — 55 because most of the RBI rates are averaged for these years. 

n.a. means not available for the same series. 


Source: The Aonomist. Details and method of calculation are given in Appendix XV. 
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It is gratifying to note that the average rate of net profit on paid-up 
capital for the given Economist sample during 1951—55 happens to be 
practically the same as in the case of ^// U.K. Companies (see Appendix 
XV-B which is 14.4 percent. 

Comparison with India 

The comparative position can be seen below:— 


PROFIT RATES (aVERACJE OF 1951- 55) — PERCENTAGES 


Col. nos. of table 45 

(1) 

(2) 

(3) 

(4) 

(5) 

U.K. 

14.6 

7.1 

14.0 

7.5 

4.7 

India 

12.2(15.9)1 

7.9 

9.2 

6.7 (5.9)* 

5.5 (4.7)* 


1 Result of extending TEC series forward. 

* Corrected for debenture interest only at an assumed rate of 6 per cent and 
deducting from “total capital employed’* only tax provision {— actual) instead of 
taxation reserves. 

The evidence suggests that profitability of the well organised companies 
in India was more or less similar to that in U.K. 

We find that net profit as a ratio of paid-up capital was slightly lower 
in India if we go by the RBI sample. TEC-extended series show a slightly 
higher rate. Net profit to net worth was slightly higher in India. These 
differences are not large enough to definitely establish higher profitabi¬ 
lity of one country or the other. As stated above, general profitability 
seems to have been about the same in both the countries. It is quite 
possible of course that certain specific lines of business are more pro¬ 
fitable in one country and again certain other lines are more profitable 
in the other country. We shall revert to this point in the next section. 

Comparison of the ratio of profit to total capital employed in three 
variant forms is a bit intriguing. In the first two variants it was higher 
in the U.K., and in the third variant it was lower than or about equal to 
the rate in India. The Indian rates within brackets are more comparable 
than those taken directly from Table 42, since taxes in the cafe of the U.K. 
companies are actuals which are deducted from total capital whereas in 

1 Annual rates are rather different, particularly for the year 1951—1952, and ' 
also for 1948—1949. Part*bf the discrepancy can be attributed to the system of in¬ 
come-tax reporting which is the source of figures for all companies. The Economises 
sample is not fully representa^ve. This must also ^ive rise to some discrepancy. 
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Table 42 taxation reserves have been deducted from total capital (in 
variants II and III) and interest includes more items than debenture 
interest. Corrections have been used on both these counts, but still 
the rates within brackets would be slightly higher if actual taxes rather 
than tax provision ^hich is shown in the RBI sample company accounts) 
were to be deducted to arrive at profit-after-tax. The conclusion seems 
to be that profitability is definitely higher in U.K. only if we take profits 
before tax i; it is nearly tHfe same if we take profits after tax. The latter 
point is particularly supported by the rates in col. (5). This leaves the 
disparity between the rates in col. (4) to be accounted for. Further in¬ 
vestigation shows the item “managing directors’ emoluments etc.” 
that has been taken as the U.K.companies’ counterpart of managing 
agency commission turns out to be relatively much higher than the latter: 
for the relevant years directors’ emoluments etc. were 2.5 percent of 
total capital employed (U.K.) whereas managing agency commission in 
India was only 1.1 percent of total capital employed. 

The conclusion that profitability with reference to profit before tax 
was higher in U.K. is reinforced also by the rales on paid-up capital 
and net worth:— 

Profit before tax (1951—55) as percentages of 

Paid-up capital Net worth 
U.K. 30.1 14.6 

India 15.0(25.5)1 13.3(13.8)1 


1 Taking TEC-extended series. 

This conclusion has two implications :— 

(1) From the point of view of the nation as a whole profitability (social 
benefit) is higher in the U.K. 

(2) From the point of view of corporate retention policy, profit after tax 
Is the relevant thing. If profitability in this sense governs retention 
or corporate saving, U.K. companies and Indian companies (insofar 

* This holds even after we allow for the discrepancy arising out of the differences 
in the rates of directors’ emoluments etc. (U.K.) and managing agency commission 
(India) — the former is 2.5 percent of total capital employed and the latter, 1.1 
percent. If we remove the item, we have 11.5 and 8.1 percent respectively for U.K. 
and Indian Companies. • % 
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as they are represented by the RBI sample) stand in a comparable 
position with respect to profitability (but the rate of retention is 
higher in U.K.).* 

From the point of view of the business unit we cannot say very defi¬ 
nitely that during the post-war period profitability has been lower in 
India than in ail the high-income countries. It appears that in many 
European countries like Western Germany, Belgium, the Netherlands 
(we have studied data for the last of these only) etc. profits have been 
very high — possibly higher than in India. In the case of the Netherlands, 
this is definitely true. But then profitability in the Netherlands has been 
far higher than in, say, the U.K. What can be said is that profitability 
in India, while lower than in some high-income countries, has been at 
least equal to that in U.K. 

In some specific lines of business, however, profitability in India seems 
to have been higher than that in many high-income countries — a point 
to which we shall return in the next section. 

Table 46. countrywise non-banking foreign business investments in india 

{Amounts in Rs, crores) 


June 1948 1953 1955 1956 

amount per- amount per- amount per- amount per¬ 
cent cent cent cent 


United Kingdom . . . 206.02 80.5 337.71 83.7 390.72 83.2 406.08 80.2 

United States .... 11.17-4.4 30.06 7.5 39.76 8.5 46.84 9.3 

Germany. 8 — 8 — 2.54 0.5 2.76 0.6 

Japan. 17 0.7 12 — 16 — 16 — 

Switzerland. 5.35 2.J 5.98 7.5 6.61 7.4 8.22 1.6 

Pakistan. 8.41 3.3 4.14 1.0 4.35 0.9 4.17 0.8 

I.B.R.D. - - ~ — 2.70 0.6 14.^2 2.9 

Other Countries. . . . 24.63 9.6 25.25 6.3 23.07 4.9 23.25 4.6 

Total. 255.83 700.0 403.34 100.0 469.91 700.0 506.30 700.0 


From RBIB, September 1958, p. 1017. Percentages worked out. 


Country / 


Year as at 
the end of 


I We shall compare the actual rates of retention in the next chapter. 
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^7. PROFITABILITY OF FOREIGN ENTERPRISE IN INDIA 
7,0.1 The structure of foreign enterprise in India 

In Table 8 we showed that the foreign business sector in India con¬ 
stituted 29 percent of the private sector in 1953. Although we have not 
worked out the proportions for later years, it provides us with the notion 
that it is in the neighbou^ood of 30 percent. It will be useful to note 
here the composition of this foreign sector country wise and industry- 
wise. We give the roughest idea with the help of the latest official figures ^ 
without introducing corrections of the type made in Table 7 (and used in 
Table 8). 

The position of non-banking 'foreign business investments is shown 
countrywise in Table 46 (opposite page) and industrywise in Table 47 
(next page). 

7,0.2 Source of profit data 

Returns on foreign investments in India based on CIFLA and Survey 
data are available for the years 1947—48, 1952, 1953 and 1955. These 
were published in three issues of the Reserve Bank of India Bulletin 2. 
The figures in the latest of these issues are the most systematic, but they 
deal with returns on U.K. and U.S. investments only. These cover the 
years 1953 and 1955. The issue previous to that does not present figures 
in the same systematic manner, but it covers returns on investments from 
more countries. It will be useful to use both sets of data. 

7.1 Return on all foreign investments in India 

First of all, let us take the returns on foreign investment from all 
countries for all the three categories of investment, viz., branches, sub- 
sidMries (controlled companies) and portfolio. We shall take the return 

• 

1 RBIB, September 1958. The basis of our calculations in Chapter 3 was SIFLA 
Report II for the last day of the year 1953. 

2 (A) for 1947—48, RBIB, February 1952. (B) for 1952 and 1953 — RBIB, January 

1956; prepared in the Balance of Payments Division of the Deptt. of Research 8l 
Statistics, RBI. (C). for 1953 & 1955 — RBIB, May 1958, prepared in the Division 
of international Finance of the DRS, RBI. « 

• \ 



Table 47. industrywise non-banking foreign business investments in India 

(Amounts in Rs. crores) 


Year as at 
^ , .the end of 

Industry / 

June 1948 
amount per- 
cent 

1953 

amount per¬ 
cent 

1955 

amount per¬ 
cent 

1956 

amount per¬ 
cent 

Manufacturing 

Mineral Oils & Products 

1.01 

OA 

9.69 

2.4 

<1 

28.41 

6.0 

35.46 

7.0 

Electrical Goods . . . 

4.77 

1.9 

12.01 

3.0 

14.63 

3.1 

15.78 

3.1 

Matches. 

1.73 

0.7 

3.22 

6.8 

2.29 

0.5 

2.34 

0.5 

Cigarettes and Tobacco 

6.17 

2.4 

25.65 

6.4 

24.94 

5.3 

25.03 

5.0 

Medicines & 

Pharmaceuticals 

45 

0.2 

5.53 

1.4 

7.65 

1.6 

8.29 

1.6 

Iron & Steel Products 

5.48 

2.1 

6.68 

1.6 

9.43 

2.0 

18.53 

3.7 

Food Products including 
Vegetable Oils .... 

1,82 

0.7 

3.97 

1.0 

3.22 

0.7 

3.22 

0.6 

Others . 

50.52 

19.7 

68.97 

17.1 

72.75 

15.5 

77.37 

15.3 

Total. 

71.95 

28.1 

135.72 

33.7 

163.32 

34.7 

186.02 

36.8 

Trading 

Mineral Oils & Products 

21.32 

8.3 

67.40 

16.7 

75.50 

16.1 

80.53 

15.9 

Iron and Steel Products 

3,62 

1.4 

69 

0.2 

89 

0.2 

1.02 

0.2 

Jute and Coir Goods. . 

2.64 

1.0 

82 

0.2 

48 

0.1 

59 

0.1 

Food Products including 
Vegetable Oils. 

3.49 

1.4 

58 

0.1 

1.19 

0.2 

1.20 

0.2 

Others. 

33.28 

13.0 

25.29 

6.3 

24.24 

5.2 

26.25 

5.2 

Total. 

64,35 

25.1 

94.78 

23.5 

102.30 

21.8 

109.59 

21.6 

Utilities and Transport 

31.23 

12.2 

50.54 

12.5 

53.05 

11.3 

59.51 

11.8 

Mining. 

11.46 

•4.5 

8.38 

2.1 

9.62 

2.0 

10.83 

2.1 

Financial. 

6.87 

2.7 

14.70 

3.6 

28.53 

6.1 

28.14 

5.6 

Total. 

49,56 

19.4 

73.62 

18.2 

91.20 

19.4 

98.48 

19.5 

Plantations 

Tea. 

50.31 

19.7 

70.17 

17.4 

86.26 

18.4 

87.58 

17.3 

Others. 

1.94 

0.8 

1.33 

0.3 

94 

0.2 

64 

0.1 

Total. 

52.25 

20.5 

71.50 

17.7 

87.20 

18^6 

88.22 

17.4 

Miscellaneous 

Managing Agency. . . 

14.40 

5.6 

26.20 

6.5 

24.62 

5.2 

22.92 

4.5 

Others. 

3.32 

1.3 

1.52 

0.4 

1.27 

0.3 

1.07 

0.2 

Total. 

17.72 

6.9 

27.72 

6.9 

25.89 

5.5 

23.99 

4.7 

Grand total. 

255.83 

loo.o 

403.34 lOC.O 

‘469.91 

100.0 

506.30 100.0 


From RBIB, September 1958, p. 1019. Percentages worked out. 
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as a ratio of net worth. It is possible to do this more accurately for the 
year*1953 since we have worked out a corrected estimate of net worth 
for that year only. This is brought out in Table 48 below. 

Table 48. earnings of foreign business investments in india related 
TO NET worth, 1953 
— BY TYPE OF INVESTMENT — 

(Ajnounts in Rs. crores) 



Net worth 

Earning Earning as percentage 

Classification 



of net worth 


w 

(2) 

(3) 

1. Branches 

268.00 

25.16 

9.4 

2. Subsidiaries (controlled 




companies) 

117.00 

5.73 

5.0 

3. Total: Branches and 




subsidiaries 

385.00 

30.89 

8.0 

4. Portfolio 

58.00 

3.45 

6.0 

Relevant rate for Indian companies 


6.8 1 


1 See Table 42. 

Source: Col. (1). See Table 7. 

Col. (2). RBIB, January 1956, p. 20. 


Branches are clearly more profitable in the year considered. On the 
other hand subsidiaries and portfolio were less profitable than Indian 
companies. Subsidiaries were even less profitable than portfolios;—it 
will be remembered that portfolios are investments by foreigners in 
Indian companies controlled by Indians. 

It seems that these differences in the earning capacity are better ex¬ 
plained by fnter-industry differences. For instance, tea plantations in 
India are highly profitable. Branch investments are heavily concentrated 
’ in petroleum, plantation, cigarettes and a few other select fields while 
the RBI sample of public limited companies cover a more representative 
list of industries. Tea plantations in 1953 wer^ even more profitable for 
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Indian companies than for foreign branches. But in mining, foreign 
enterprises usually do much better than Indian enterprises. It is well 
known that the largest mining industry of India, viz., coal, is better suited 
to largescale operation and it is here that Indian holdings are small and 
ill-equipped and foreign holdings are large and wel’-equipped. 


7.2 Return on combined U.K. and U.S. investments in India 

The Division of International Finance, Department of Research and 
Statistics of the Reserve Bank of India gives systematically worked out 
rates for U.K. and U.S. investments in India for 1953 and 1955 K 
However, its net worth figure is likely to be slightly underestimated 
as compared to ours for 1953, and therefore the rates worked out by 
them may be slightly overestimated. But still, a comparison is quite 
fruitful. The figures of RBI are presented in Table 49 on the opposite 
page. 

(1) We see that for the year 1953 the total earning rate of U.K. 
and U.S. investments combined are higher than that of all foreign com¬ 
panies together. This would stand out even allowing for the slight over¬ 
estimate of the rate presented in this Table. 

(2) In the case of Manufactures, branches have a much lower rate 
of return than subsidiaries. They do better in the case of “others”; 
and in 1953 slightly better and in 1955 worse in the case of Trading. 
This shows that the type of organisation into branches or subsidiaries 
as such has no advantage &r disadvantage in general. 

(3) Comparing the rates for Indian companies (Table 40) we find 
that Tea Plantations earned 21.5 percent and 8.8 percent in 1953 and 
1955 respectively. The combined rates for Tea and Other Plantations 
were 19.9 percent in 1953 and 9.7 percent in 1955, i.e., slightly higher 
in 1953 and decidedly lower in 1955 2. 

In Trading activities, Indian companies earned a much lower rate. 

1 RBIfi, May 1958, pp. 535—40, “Return on Foreign Investments in India”. 

2 This seems to lend support to the hypothesis that in prosperous years smaller 

firms sometimes tend to do better than do the larger firms but in slack years the 
position is reversed. * 
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Table 49. return on foreign investment in india in 1953 & 1955 

• U.K. AND U.S. COMPANIES COMBINED 

Profits-after-tax as percentage of net worth 




1953 

1955 

Manufacturing 

(a) Branches ^ 

7.0 

5.9 

(b) 

Subsidiaries 

14.9 

13.0 


Total 

id. I 

10.8 

Trading 

(a) 

Branches 

7.3 

6.3 

(b) 

Subsidiaries 

7.0 

9.9 


Total 

7.3 

6.5 

Plantations 2 

(a) 

Branches 

19.3 

11.8 

(b) 

Subsidiaries 

— 

— 


Total 

19.3 

11.S 

Others 

(a) 

Branches 

18.8 

16.5 

(b) 

Subsidiaries 

2.8 

5.1 


Total 

13.7 

11.6 

All activities 

(a) 

Branches 

12.2 

9.1 

(b) 

Subsidiaries 

' 11.0 

11.8 


Total 

• 

12.1 

9.9 


From: RBIB, May 1958, p. 539. 

1 {jet worth treated as net foreign liability in the case of branches. 

2 Plantations here are exclusively U.K. investments. 

* 

In some of the* manufacturing industries, notably in Iron and Steel, 
'Cement, and Sugar, Indian companies earned a hi^er rate. For a better 
comparison industrywise break-up of Manufacturing would be neces¬ 
sary, but we do not gq into such details. « 





160 


BUSINESS SAVING IN INDIA 


73 Earning rates for U.K. and U,S. investments in India 

a. Net profit to net worth: We pointed out that earning rates of 
U.K. and U.S. investments in India together were higher than those 
of the investments of most other countries in India. RBI gives ratios 
of net profit to net worth which shows that the rates'of earnings of U.S. 
investments in India were generally higher than those of U.K. investments 
in India. This is shown in Table 50. 

Table 50. earnings of u.k. and u.s. companies working in india, 

1953 & 1955 

(Amounts in Rs crores) 




1953 



1955 



Net fo- 

Pro- 

(2) as 

Net fo- 

Pro- 

(2) as 


reign lia- 

fits 

% 

reign lia- 

fits 

% 


bility or 

after 

of(l) 

bility or 

after 

of(l) 


net worth 

tax 


net worth 

tax 



(0 

(2) 

( 3 ) 

(1) 

(2) 

( 3 ) 

1. U.K. companies 

45.21 

4.09 

9.0 

94.45 

8.99 

9.5 

Manufacturing 

Others 

149.85 

19.12 

12.8 

177.46 

16.78 

9.5 

All activities 

195.06 

23.21 

11.9 

271.91 

25.77 

9.5 

2. U.S. companies 







Manufacturing 

4.77 

0.95 

19.9 

13.52 

2.70 

20.0 

Others 

18.74 

2.22 

11.8 

23.04 

1.99 

8.6 

All activities 

23.51 

3.17 

13.5 

36.56 

4.69 

12.8 

3. U.K. & U.S. 







companies together 
Manufacturing 

49.98 

5.04 

10.1 

107 97 

11.69 

10.8 

All activities 

__tj- 

218.57 

26.38 

12.1 

308.47 

30.46 

9.9 


From: RBIB, May 1958, pp. 539-40. 
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In terms of the rate of earning on net worth it is seen that U.S. com¬ 
panies had a decisive advantage in the manufacturing group. If the 
comparative position of U.K. improves somewhat in all activities, it 
is because Plantations and Others (including Mining, Managing Agency 
etc.) brought very^high returns. The differences between the earning 
rates of U.S. and U.K. companies cannot be attributed to a different 
distribution of investments among branches, subsidiaries (controlled 
Indian Companies) and jjortfolios (uncontrolled Indian Companies) 
since they are distributed in almost the same proportions K The diffe¬ 
rences can be accounted for by two possible factors: (1) Concentration 
of U.S. investments in more profitable lines, and (2) Computational 
bias. This latter factor causes distortions because in the case of branches 
we do not have net worth figures, but net foreign liability. This figure 
may be smaller for the U.S. companies due to larger dealings with 
Indian business houses than for the U.K. companies who deal mostly 
with the large network of U.K. companies and subsidiaries in India. 
That the second explanation is more likely is supported by evidence 
provided by the RBI in the same article. Consider a comparison of the 
ratios of net profit lo total resources (i.e., total capital employed) 
which follows. 

b. Net profit to total resources: The comparative ratios of net profit 
to “total resources employed” are presented in Table 51 next page. 

There we see an equality in the rate of return on total capital employed 
i.e., net worth plus borrowings. A comparison with figures of capital 
(net foreign liability) in Table 50 will suggest that the ratios of equity 
capital to total resources were 70 percent ;^nd 60 percent respectively 
for U.K. and U.S. companies in 1953, and 63 percent and 47 percent 
in 1955. This is what the RBI calls “the difference in the capital structure 
of the U.S. companies in India as compared to that of the U.K. com¬ 
panies” 2 . It is quite possible that the difference, or at least a substantial 

1 •The following proportions are obtained for 1956 from RBIB, Sept. 1958, p. 1019: 

^ Branches Subsidiaries Portfolio Total 

U.K. investments 60% 31% 9% 100 

U.S. investments » 64% 31% 5% 100 

2 Loc. cit. What the RBI calls the “capital structure” has no reference to either 

the physical capital or the financial capital (the gearing*ratio). It simply refers to 
the structure of liabilities. Our next sentence makes the maximum concession to the 
face value of the phrase used by the RBI. ^ 
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Table 51. profits after tax in relation to total resources em¬ 
ployed U.K. AND U.S. companies WORKING IN INDIA 

{Amounts in Rs. crores) 


1953 1955 



U.K. 

U.S. 

U.K. 

U.S. 


Companies 

Companies 

Companies Companies 

1. Total resources 





employed 

284.0 

41.4 

428.7 

78.1 

2. Profits after tax 

23.2 

3.2 

25.8 

4.7 

3. (2) flj % of (7) 

8 

8 

6 

6 


1 The term seems to be synonymous with “total capital employed”. 

Source: Reproduction of table 3, “Return on Foreign Investments in India 1953/1955”. 
RBIB, May 1958. 


part of it, is not a real difference in the capital structure but is accounted 
for by a comparatively higher liability of U.S. companies to Indians, 
than that of the U.K. companies — a fact to which the RBI also makes 
a reference. 

7.4 Rate of earning of foreign enterprises at home and in India 

The RBI article in question places the ratios of net profit to net worth 
for comparison as follows: 


NET PROFIT AS PERCENTAGE OF NET WORTH, U.K. AND U.S. ENTERPRISES IN INDIA AND 

IN HOME COUNTRY, 1953 AND 1955 



U.K. enterprises 

u,s. 

enterprises 


In India In home country* 

In India 

In home country2 

1953 

1955 

11.9 i 

9.5 ) 

13.5 1 

10—12 


1 RBIB, May 1958 cites The Economist as the source (total sample^. Our data on 
partial sample indicate rates between 7 and 8 percent. See Table 45. 

2 Data collected by Federal Reserve System for 300 large U. S. corporations 
(Federal Reserve Bulletin. June 1956, cited by RBIB, loc. cit.). 

* The basic element in the structure of capital is the ratio of fixed assets to working 
capita], or the ratio of owned capital to borrowed capital. The RBI refers to the 
sources of borrowing rather thin to this more fundamental relation. 
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According to RBI, the evidence of these two years indicates that 
investment of U.K. and U.S. firms in India earned a higher rate than 
they did at home. l\ is of course possible to argue that while there may 
be some common basis for comparing the rates in India with those in 
U.K. comparisoil with rates in U.S.A. may be wide of the mark since 
the accounting practices are rather different. The meaning of net worth 
is substantially the same everywhere but accounting practices with respect 
to historical or market v^Wue of assets would make nonsense of any 
comparison. Similarly with regard to depreciation. However, in the case 
of U.K. and India the system of capitalization of reserves corrects the 
figure of paid-up capital somewhat and brings it into some realistic 
relation with actual values of capital. Liberal depreciation allowance 
also corrects the figure of depreciation at historical cost. 

The system of quoting nominal value of shares (paid-up capital) 
does not obtain in U.S.A. Therefore the whole meaning of net worth 
hinges on the valuation of assets. Fortunately in this case, revised figures 
of profit and net worth drastically reduce the U.S. rates so that it is 
possible to say that comparable rates for U.S.A. would be lower than 
the figures of the Federal Reserve System quoted by RBI, not higher 2 , 

1 See supra, § 5. 6. 1. 

2 George Terborgh has come out with the startling thesis that corporations in 

America have been over-estimating their profits during the post -war years and distri¬ 
buting more dividends out of a mere illusion of high prohts. This is all due to deduc¬ 
ting depreciation at historical cost instead of replacement prices, he says. He therefore 
makes a downward revision of profits by introducing corrections. He also revises the 
figures of net worth, in this instance, upwards. As a result he obtains the following 
rates. Sec how very different they are from the rates given by the Federal Reserve 
System which have been quoted by the RBI: • 


CORPORATE NET PROFITS AS PERCENTAGE OF NET WORTH—U.S.A., 1947—1956 



. m -. 



Federal Reserve 

Year 

Percent 

Year 

Percent 

System figures 
quoted by RBI 

1947* 

5.6 

1952 

5.2 


1948 


1953 

4.8 

10—12 

1949 

6.5 

1954 

5.0 


1950 

6.k 

1955 

, 6.1 

10—12 

1951 

5.6 

1956 

5.8 



Average 1947- 

-56 

5.7 • 



Average 1923- 

-29 

5.7 



Source: George Terborgh. Cdrpqrate Profits in the decade 1947—56 (Machinery & Allied 
Products Institute, Washington DrC., August 1957), p. 45. Figures have been read off 
a chart, and are therefore approximate. 
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This lends support to the contention of the RBI that the profitability 
of U.S. firms was higher in India than that in U.S.A. It may be a!dded 
that this advantage of U.K. and U.S. investments in India may indeed 
be due to concentration in a few lines of highly profitable business 
whereas home investments of these countries are s:>read over a more 
representative group. 

However, from a comparison of only two years’ profit rates for two 
countries a generalization cannot be made* firmly that (the longrun) 
profitability of foreign firms in India is higher than that earned by them 
in their respective home countries. The statements above should be 
read with this qualification in mind. 

It appears that businessmen themselves would consider the longrun 
profitability, in certain growing lines of industry at any rate, to be higher 
in some of the low-income countries. At least one of the interpretations 
to the Western investor’s probing for new lands of investment could 
be given this slant. But then the international movement of entrepre¬ 
neurial capital is governed by important non-economic considerations 
besides the consideration of profitability, such as political security or 
insecurity, tax rates, etc. 

Leo M. Drascher 2 considers the following as the major reasons why 
some U.S. enterprises are taking an in terest inprivate investments in India: 

1. Difficulty of exporting to the country 
under existing import control regulations. 

2. A possible U.S. recession leading to 
reduced domestic activities. 

3. “Discovery of profitable opportunities 
to enter and develop the immense, in¬ 
exhaustibly rich market”. 

As a matter of fact foreign investments (from 'Western countries) 
in India have been rising during the last eight years or so, as a glance 
at Tables 46 and 47 shows 

’ This seems to hold true even when corrections to equity figure's of branches 
are made. Our correction to branch equity in Table 7 suggests a discrepancy which 
may be considered slight when we derive percentages from it. 

2 Foreign Trade Legal Counsel and Member of New York and Federal Bars, in 
DUN European Review, Zurich, October J953. 

3 The sources of these investments are interesting. From the figures of RBI (RBIB 
September 1958, p. 1010) it ap-9cars that something like 45 to 65 percent of the in- 
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8. GENERAL CONCLUSIONS AND REMARKS 

We shall now try to gain a retrospective view of the whole discussion 
on profitability which has proceeded on two planes. 

Firstly, there is tj^e discussion of the internal inter-industry comparison 
of profitability. And secondly, an effort has been made to make an 
international comparison with U.K. and the Netherlands for all¬ 
industry average rates gf profit. (U.S. and U.K. investments in 
India have also been covered.) 

We shall summarize the discussion and further elaborate some points 
of a general nature on these two planes. 

8A The interindustry position wkhin the country 

The broad result of the inter-industry comparison within India 
is (a) that certain lines of business included in the study have been gene¬ 
rally profitable, and (b) that during the recent period of accelerated 
development, a new trend is noticeable in the profitability of a few lines 
of business. 

To elaborate, (a) Cotton, Jute, and Other textiles, Iron and Steel, 
Cement, Sugar, Paper, Matches, Coal, Electricity, Tea and other plan¬ 
tations have been generally profitable during the postwar years, (b) Du¬ 
ring the second half of the postwar decade a new trend developed, 
favouring the profitability of Iron and Steel, Engineering, Cement, 
Shipping, Sugar, and Other plantations i. Tea continued to be highly 
profitable, though a slight decrease occurred in profit as a ratio of net 
worth. Relative decreases occurred in Cotton, Jute, and Other textiles, 
Paper, Matches, Coal, Electricity Generatton and Supply 2. 

Significance of a new trend 

One cannot be certain of a trend obtained from data relating to five 
years. Yet the increase in the profitability of Iron and Steel, Engineering 

vestments were made out of retained profits and the rest, i.e., 35 to 55 percent were 
made by investments in kind. The latter form of investment must have been parti¬ 
cularly advantageous to foreigners where interests have been acquired in Indian 
firms in this way. Hbwever, the point is that both these types of investment would 
be made only when the foreigners expect good returns in future also. This is all that 
can be said about this aspect of the matter. * 

1 See supra. Table 40. 

2 Loc, cit, . • 
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and Shipping (as also other heavy industries not covered here) during 
1951—55 may be more than a short-term and a fortuitious phenomenon. 
If we consider the demand side only, these industries show great pos¬ 
sibilities of expansion due to the vast developmental activities initiated 
by the Five Year Plans. The same cannot be said wi/ih equal confidence 
about sugar, plantations and other consumption industries. 

The reason is that the internal market for consumption goods is 
limited by the lack of purchasing power of "^he overwhelming majority 
of the population. No doubt, if per capita income rises significantly 
in the next 10 to 20 years and the population keeps increasing as at 
present the prospects of a steady expansion of consumers’ goods 
industries are also good. In addition, some of the essential mass consump¬ 
tion goods like cotton textiles etc. are almost certain to be consumed on 
a larger scale as a result of the development of the heavy industries. In 
fact, this is the essential condition which will guarantee that the initial 
push given to the economy by the introduction of heavy industries will 
be sustained 2. But this is a degression which will take us away to quite 
another, though highly important, question viz., the question of plan¬ 
ned growth. 

Profitability and expansibility 

Reverting to the question of the effects of expansion of heavy industries, 
it is necessary to distinguish expansibiUty from profitability. It is well 
known that in the past, two types of industries in India had both a pro¬ 
fitable and an expansive horizon before them. These were: 

(i) Mass consumption articles like cotton textile goods with internal 
market as the major clientele; and 

(ii) export articles like tea, jute textiles and processed raw materials 
for industries needed by metropolitan Great Britain and other industrially 
advanced countries. Incidentally, it is significant that Indian capital 

^ A rise in per capita income is the more important incentive. Population increase 
is not a necessary condition for an increase in demand, but if even with a constant 
per capita income, population increases, the effect will be a rise in the aggregate 
demand (assuming a constant consamption function — a rising consumption function 
will only accentuate the effect). 

2 For a vast country like India, we are only speaking of the internal market. It 
is of course quite conceivable that export of producers* goods and import of some of 
the consumption goods can work in copjunction. 
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and enterprise predominate in the first type, while foreign — mainly 
British — capital and enterprise predominate in the second type. The 
market for the second type of industries is highly unstable i, while that 
for the first type relatively much more stable. Therefore we shall confine 
our remarks on tl|e question of expansibility and profitability to the 
first type only. 

Expansion and demand elasticity 

Now, an expansion in tlie production of consumption goods may be 
viewed as a function of two types of demand .elasticities, viz., income- 
elasticity of demand, and price-elasticity of demand. 

This means that when income increases, demand for consumption 
goods increases, and therefore mote consumption goods can be produced 
without reducing price and profitability, cost of production and other 
things remaining the same. 

Or, assuming no change in income, demand may increase if price is 
lowered, and in this way expansion in production can take place. Costs 
and other things remaining the same, it would appear at first sight, that 
in this case expansion would occur at the expense of profitability. This 
would indeed be so if new entrants forced a competitive price-cutting 
without evoking the beneficial response of a more efficient handling of 
the firm. 

On the other hand, if the increased demand induced by a lower price 
is matched with a quicker turnover — that is to say, by the maximum 
utilization of capital 2 — profitability need not fall. Indeed, it may 
very well increase. More realistically, the result would almost certainly 
be that profitability on the total turnoveri(annually, or over the life¬ 
time of the capital equipment) would be higher 

The latter type of response ^ seems to have prevailed in the industrially 
advanced countries ^ sometime before the advent of monopolistic domi- 

' U.N. 1952, (ST/ECA/15), Instability of Export Markets of Under-developed 
Countries. 

2 It is obvipus that utilization of capital presupposes a rational handling of labour, 
raw materials, etc. 

3 This is an extRimcly simplified model. Tha% in a developing economy a mild 

rise in general prices would normally occur is quite compatible with the model of 
development here sketched. • 

4 This response was often facilitated by the existence of a cheap labour force so 
that the absolute margin of profit generally remained high. 
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nation, and created that healthy fibre of entrepreneurial efficiency 
which got woven into the strong texture of a lasting social tradition. 
Because of the development of such a tradition of entrepreneurship, 
even in the monopolistic industries and government enterprises that 
grew up later (no doubt, also a natural outgrowth of ♦%e earlier industrial 
system), certain basic standards of efficiency are maintained. 

The development of the type of tradition that we are speaking of 
is inseparably linked with the simultaneous ^expansion of employment, 
income, consumption and saving. In this process, the growth of industry 
is both effect and cause.' The whole process is cumulative and complex, 
and is part and parcel of the process of economic growth itself. 


The quality of entrepreneurship in India 

Fixing our gaze upon the entrepreneurial side of profitability in India, 
we may remark that high rates of profit have often been sought, not by 
the second type of expansion of production, but by the first type of 
response to demand — particularly during and after the Second World 
War. 

True, postwar conditions were extremely difficult, especially the pro¬ 
blem of replacements and repairs — not to speak of expansion — in 
the major Indian industries like the Textiles, and under those difficult 
conditions ^ most of our industries showed remarkable resourcefulness 
in utilising their financial resources rather efficiently, as we have noted 
at the end of our comparison between net profit as a rate of net worth and 
gross profit as a rate of total capital employed. But it is also true that 
the black-market practices that developed during the War, remained 
entrenched too long and show signs of becoming almost a tradition for 
quite a large number (fortunately not all) of our industrialists. The early 
grafting of oligopolistic characters in Indian industries also made its 
contribution to this tendency. This is what in another context we have 
characterized as the quick-profit-seeking type of entreprisc which pre- 

.1 o 

I For a detailed statement of the difficulties of the cotton textile industry see 
S. D. Mehta, The Indian Cet/on Textile Industry — An Economic Analysis (The Textile 
Association India, Bombay 1953), passim^ especially pp. 200—212. 
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dominates in the low-income countries * 2 , Fortunately, its counter- 
parf — the steady-profit-seeking type of enterprise has also been deve¬ 
loping in India during the last three decades or so (like iron and steel, 
etc.) and are now making rapid progress. 

I 

To round off our discussion of profitability of business in India we 
touched the question of expansibility and were led on to make very 
broad observations on tlte question of entrepreneurial efficiency. The 
picture would remain incomplete if we did not touch at least in the same 
broad sweep, upon two other related things, ifhmely, (i) the cost of raw 
materials, and (ii) the cost of labour. 

It is well known that both these are generally much lower in India 
than in the high income countries. This has two distinct consequences. 

Taking the internal market only, and assuming that there is no dumping 
from outside, the theoretical limit to profitability would be imposed by 
the limited size of the market due to the poverty of the people (lack 
of effective demand). That some of the indispensable articles of mass 
consumption like cotton textiles, matches,'etc. are produced very pro¬ 
fitably, is explained by the fact that in a vast country like India, even a 

1 See the writer’s essay. Levels and Fluctuations of Dividend in Four High^income 
and Low-income Countries (Netherlands Economic Institute, Rotterdam), § 1.6 and 
§ 1.7. 

^ An important feature of this type of enterprise is the rate of infant mortality 
in corporate ventures and the risk involved. These were rather high upto the end 
of the war. A comparison of the rate of capital lost due to failures as a percentage of 
capital invested in India with that during the ending years of the 19th Century in 
England shows that the rate of loss was not too high in India. See B. R. Kishore, 
“Risk of Investment in Corporate Ventures in IVidia”, Indian Economic Review, 
February 1952. Kishore points out that the rate of capital loss in Britain during 
1893—1902, 2.7 percent as given by McGregor {Enterprise — Purpose and Profit, 
pp. 110—112), might^ave been slightly less than the figure actually quoted if it was 
computed on the same basis as Mr. Kishore’s figures for India. Mr. Kishore's figures 
for four eight-year periods were: 

, 1914—22 ].70 1930—38 3.19 

1922—30 3.63 1938—46 1.32 

But we think ♦he comparison becomes favourable to India if wc see this rate of capital 
loss in relation to the long-term yield on consols. In India this yield was higher 
(sometimes more than double) for all these pcriJbs whereas in Britain, the yield on 
consols was even lower than the rate of capital loss. On the other hand, the economic 
rate of return on risk capital, which is the sum of the rate*of capital loss and the yield 
on consols, was certainly lower in Britain — a situation more favourable to new 
investment. • • 
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minimum low per capita demand adds up to quite a large total. Even 
semi-luxury articles like sugar have in this way quite a sizable demand. 

The real test of productive efficiency would lie in how far this cheap¬ 
ness of raw materials and labour enables Indian products to compete 
on the export market (or even internally, with imporfed goods provided 
that these are not “dumped” in some way or the other). We know that 
export industries like tea, jute (mostly foreign industries) have been gene¬ 
rally doing well over a long period. Among<^roducts of Indian enter¬ 
prise, cotton textiles have on the whole done very well. And cotton 
textiles are a major industry constituting one-fifth of all the manufacturing 
industries in terms of paid-up capital i and nearly one-third in terms of 
workers employed. - An outstanding example of weak competitive 
strength is that of sugar. But here, the raw material — sugar-cane — 
is dearer than that in the other important producing (also low-income) 
areas like Java, islands of the Caribbean region (notably Cuba), etc. 
Perhaps protection has also been afforded too long, which may have 
protected entrepreneurial inefficiency instead of nurturing efficiency to 
maturity. 

8,2 Comparison with other countries 

The scope of our investigation in this field was restricted to national 
averages of a few countries so far as the main study (of the postwar 
period) is concerned. For a comparison with the U.K.-companies alone 
were we able to compile figures from company accounts and balance 
sheets, etc. on comparable definitions. Adjustments for valuational 
changes were not checked up for any country with regard to net worth 
and total capital. Even so, the comparison is not without its use because 
valuational errors of within 10 to 20 percent would have only a very 
slight effect on the rate of earning ^ — a difference of only 1 to 2 percent. 
It may be recalled that we have not considered differences of this order 
as conclusive evidence of a difference. 

(1) We saw that general profitability in U.K. was about equal to 

1 See Table 38. 

2 Stat. Abs. gives total average daily factory employment in 1952 as 24 lakhs. 

For the same year CIM figure of workers as 6.5 lakhs; correcting for coverage it comes 
to 6.8 lakhs. ' 

3 See Ralph C. Epstein, Industrial Profits in the United States (NBER, N.Y. 1934), 
Chapter 45, especially pp. 538—40. 
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that of the RBI sample companies in India during the postwar period 
studfed. In the Netherlands (and possibly West Germany and a few 
other European countries) it was much higher. 

(2) The U.K. and U.S. enterprises in India earned more than the 
genera] rates of eailiing in their own countries. 

(3) The rates of earning of these foreign enterprises in India were 
definitely higher than those of Indian companies only if we take the 
all-industry averages of Indian companies. If we consider specific lines 
of business, Indian companies also appear to earn about equally well. 
Tea plantations may be cited as an example. Mifting seems to be a notable 
exception. 

(4) This brings us to the question of a more fruitful line of comparison 
which a full-scale study of comparative profitability should undertake: 

(a) It seems to lie within the field of instituting a comparison of 
specific lines of business in different countries. It can be seen from 
Appendix XVI that for U.K. companies operating abroad, a few very 
highly profitable lines of business can be distinguished. The countries 
from which British overseas investments darn the highest return are 
the very countries in which one or a few of these profitable lines of 
British investments are concentrated. The lower profitability of British 
investment in some of the high-income countries like Australia, Canada 
and New Zealand (profitability of British investments in the United 
States was moderately high) may mean three things either separately 
or in combination: (i) Investment may be concentrated in the low- 
yielding lines of business; (ii) high labour cost coupled with com¬ 
petition from indigenous business; and (iiO after all, it might be just 
a question of higher rate of reinvestment of profits in these countries 
than in others, for the profitability that people are wont to talking 
about 1 in connectfon with British overseas investments refers to noth¬ 
ing but the amounts actually withdrawn to the home country. 

(b) Within the country, an inter-industry comparison is instructive. 
We have briefly reported on the position in India. 

(5) Talking of high or low profitability of a country or of a line of 
business it is easy to pass judgements onV^ntrepreneurial quality rather 

1 For instance, Prof. J. Fred Rippy, “Point Four background: A Decade of 
Income From British Overseas Investment”, The Journal of Business of the University 
of Chicago, October 1953,. p. 236 et passim, • 

* A 
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lightly. It should be remembered that taking the same lines of business, 
there may be widely varying conditions of profitability even when under 
the same general management because of location, quality of labour, 
and so on 1. It is of course possible to judge the quality of entrepreneur- 
ship in different countries and in different industriestand notice a diffe¬ 
rence, but it should be done with caution, and never on the criterion of 
profitability alone;— other generally known factors of personal quality, 
etc. must be taken into account. « 


THE PERSPECTIVE OF CONNECTING PROFITABILITY AND COR¬ 
PORATE SAVING PROPENSITY 

The next chapter is devoted to a study of corporate saving propensity. 
We undertook a study of profitability and not just the total profits 2 
because this can be the only basis of comparing profit performance of 
different countries. Such a study is worthwhile in itself. However, our 
main purpose is to sec whether and how far the international differences 
in average and marginal corporate saving propensities can be explained 
in terms of differences in profitability. In formulating this purpose we 
took into account the available material on saving propensities in some 
high-income countries. Since for our country hardly any work has been 
done in this field, it is natural that we want to make a comparison with 
other countries. This is why although we found that an inter-industry 
comparison of profitability (within the country) was more rewarding, 
we persisted in trying to make an international comparison. Due to the 
constraints of available data it will not be possible to investigate the 
saving propensities of identical sets of countries or identical types of 
investment (like foreign investments in India and in home countries). 
Comparison with U.K. and U.S.A. will be our main pre-occupation. 
The Netherlands will also be included. 

Inter-industry comparison will be confined to some of the represen¬ 
tative types of industry in India. 

1 See P. S. Lokanathan, Industrial Organization in India (George Allen & Unwin, 
London 1935), pp. 290—95, especially p. 295. 

2 Marginal propensity could be obtained also by correlating savings with profits 
instead of profit rates. More about it in the next chapter. 
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CORPORATE SAVING PROPENSITIES 


l. DE 


A 


RMINANTS OF CORPORATE SAVING 


LI The theoretical propos'gion 

It is obvious that the relation between profit and business saving 
is a very close one. Profit is the source of business saving; indeed it is 
the source of much of personal saving also K It is the most fundamental 
but not the only determinant of* business saving. Other factors deter¬ 
mining the savings of corporations arc in many respects distinct from 
those determining the savings of unincorporated enterprises. Even 
where the same factors are common to both — e.g., net income, business 
outlook, etc. — the way these factors operate is again distinct. 

In the case of unincorporated enterprises profits - minus consumption 
expenditure ^ equal saving But in the case of corporations saving is 
influenced by consumption requirements only partly, and that too, in¬ 
directly. The net profit of a corporation is disbursed between dividends 
(payments ^ to stockholders) and reserves, which are nothing but ac¬ 
cumulated savings (or retained profits). It is the former (dividends) 


1 That part of savings from proprietary incomes which is not business saving, 
and the savings out of dividend income. 

2 Profits after-tax. • 

3 Or the parameter of the relation between the two, called the propensity to con¬ 
sume. 

4 Profits and the propensity to consume determine the savings of unincor¬ 
porated business only statistically. The propensity of proprietors of such business to 
consume may itself be influenced by the propensity to invest in their own business. 
Factors affecting the propensity to consume have been listed by Keynes {op. cit.^ 
Chapters 8 & 9): A group of factors directly connected with income arc listed as 
“the objective factors’’ and another connected directly with psychological conditio¬ 
ning as “the subjective factors”. A full discussion of the psychological factors affecting 
personal saving decisions is to be found in Georges. Katona, Psychological Analysis 

• of Economic Behavior (McGraw-Hill, New York 1951). 

3 Therefore, dividend may be viewed as expenditure.* The general definition of 
saving in § 1.3, thus applies to business stiving also. Any saving made by the stock¬ 
holder out of his dividend-jneome is then treated aft personal saving. 

• • 
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to which the influence of consumption requirements could be traced K 
The disbursement itself is made according to the corporate financial 
policy, bearing on the questions of distribution and retention. This 
policy is governed by a number of factors which may be grouped to 
form two distinct types of forces. These are the ft<Tces of the stock¬ 
holder’s pressure for distribution and the entrepreneur’s (or the manage¬ 
ment’s) pressure for retention. In this context corporate financial policy 
is a result of the mutual balancing of these ^vo forces. The barest out¬ 
line of this hypothesis is given below 2 . 

Stockholders^ pressure for distribution : The intensity of the pressure 
depends upon (1) the financial status of the stockholders, (2) their 
consumption habits (thrift or extravagance), (3) the state of their con¬ 
fidence in the soundness of the company, and (4) the nature of the com¬ 
pany law. 

Entrepreneurs^ pressure for retention: Entrepreneurial pressure for 
retention is governed by (1) the requirements of certain specific and 
general reserves, and (2) tax incentives (or dis-incentives) and other 
governmental measures. O"/ the requirements of specific reserves, the 
requirements of expansion has been specially isolated by Dobrovolsky 3. 
Over and above such specific reserves as depreciation reserve, taxation 
reserve, dividend equalization fund, etc., the corporate directorate 
(or management) finds it necessary to keep a general reserve against 
unforeseen contingencies. 

It is not possible to statistically identify all the factors enumerated 
above. Nor is it necessary for statistical purposes. But it is necessary 
to have a clear grasp of the process of the financial decision while working 
with a few statistical determinants so that statistics does not lead us by the 
tail. 


^ Thus consumption requirement enters the scheme of corporate saving through 
the consumption requirement of dividend receivers. Of course, consumption is only 
one of several motives behind receiving a dividend income. The dividend receiver 
may, for instance, want to be free to invest his saving out of dividend income wher¬ 
ever he likes. 

2 For a fuller exposition of tlic hypothesis see the writer’s paper on dividends 
already mentioned. 

Sergei P. Dobrovolsky, Corporate Income Retention 1915—43 (National Bureau 
of Economic Research, Financial Research Program Studies in Business Financing, 
New York 1951), pp. 35—36 It seq. 
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7.2 The statistical determination 

• 

Statisticians have used only a few variables that pertain directly to 
entrepreneurial decisions to “explain” corporate profit retention. 

a, Tinbergen, Modigliani: As in many other fields of quantitative 
economics, Tinber|en was one of the earliest to give a lead in this 
field. He “explained” fluctuations of dividend in the United States 
1919—32 in terms of current profit, lagged profit and lagged surplus 
Several notable works lat^^ appeared in the United States which more 
or less spelled out the generalized Tinbergenian dividend function of 
the former 

D — Yqc + <^1 ^Bc-l + ^2 S-i + 

where D stands for total dividend, for total corporate net profit, 
S for total corporate surplus, d for the relevant regression coefficients, 
X for the intercept. 

Tinbergen found “a high correlation and a rather high influence of the 
reserve position”. The fitted equation was: 

D = 0.151 Ybc ^ 0.083 Ybc.i + CJ»75 S-, -|- (x) (i) 

Subsequently, Franco Modigliani expressed satisfaction with Tinber¬ 
gen’s approach and reported the following result with high correlation ^ 
for the period 1921—40 excluding the years 1936—38 when a retained 
profits tax was in force: 

D - 0.67 + 0.15 Ybc + 0.18 + 0.062 S-i (ii) 

For the postwar period, says Modigliani, it “does not hold at present 
and will not hold in the near future.” • 

A point that will shortly come up for discussion in this chapter may 
be noted: Both tl^ equations indicate a marginal propensity of cor- 

1 J. Tinbergen, Business Cycles in the United States of America, 1919—32 (League 
of Nations Economic Intelligence Service, Geneva 1939), pp. 115—16. 

2 the works of Franco Modigliani, Sergei P. Dobrovolsky, and John Lintner. 

The latter two^ however, introduce significant improvements which are discussed 
by us presently. Tinbergen does not use an intercept because he expresses his variables 
as deviations from their mean values. ^ 

3 Modigliani, “Fluctuations in the Saving-Income Ratio: A Problem in Economic 
Forecasting”, Studies in Income and Wealth, Vol. XI, Part^V (N.B.E.R., N.Y. 1949), 
pp. 413—14. Reported correlation coefficients are high both for the multiple corre¬ 
lation ^and for the partial correlations. See ibid, p. 413 and notes. 
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porations to save with reference to aggregate (national) profits which 
is as high as 70 to 80 percent. 

b. Dobrovolsky SiLintner: Sergei P. Dobrovolsky and John Lintner 
later used the same type of equation but directly took corporate saving 
as the variable to be explained and introduced new vrjiriables in addition 
to current profit. Dobrovolsky dealt with sample data while Lintnei 
(presumably) used aggregate national data. We shall therefore give 
Lintner’s result first. /v 

Lintner ^ : Lintncr's equation for retained earnings for the period 
1918—51 (without the >^ars 1936 and 1937) was-: 

SC = _ 346.52 + 0.865 Ygc — 0.721 D-i (iii) 

where Sc stands for corporate savings or retained earnings, Yg^^for 
corporate profit, and D for dividend 

He reports extremely satisfactory results with respect to the coefficients 
of multiple and partial correlations and the von Neumann test for ran¬ 
domness of deviations between actual and predicted values**. The corre¬ 
lation is reported to be satisfactory for the following sub-periods also: 
1918—41,1929—41, 1942—51, and 1946—51 respectively for the interwar 
period, the Thirties, the ’forties, and the postwar years. 

This indicates a greater general validity of the equation. 

Dobrovolsky ^: Dobrovolsky has made the most intensive study of 
corporate profit retention from sample data. The novelty of his approach 
consists in a detailed analysis of corporate retention policy at the micro- 

1 “Determinants of Corporate Savings”, Savings in the Modern Economy — A 
Symposium, cd. W. W. Heller, F. M. Boddy and C. L. Nelson (University of Minne¬ 
sota Press, Minneapolis 1953 — Geoffrey Cumbcrlege: O.U.P. — London, Bombay, 
Karachi). For uniformity of exposition we have changed some of his notations. 

2 Net profits after tax and retained earnings taken after inventory valuation ad¬ 
justment. Without this adjustment the equation is slightly L’fferent, viz., 

SC —285.37 f 0.883 Ybc -0.758 D-r, ibid, p. 253n. 

3 The significance of lagged dividend is simply that the company is generally 
anxious to maintain the previous year’s level of dividend. Even in lean years it 
does not want to distribute less because that shakes up confidence in the company’s 
stability, and also because of the shareholders' pressure. And in ^ year of high 
profit the company is cautious not to raise the dividend too high because once it 
is raised it is difficult to cut it down in the next year. Only rn a period of rising 
profits and high optimism does the dividend level rise steadily. Sec Chart 1 (p. 184). 

^ Ihid., p. 253 and notes. 

5 Sergei P. Dobrovolsky, Corporate Income Retention 1915 — 43, (N.B.E.R. 
Financial Research Program Studies in Business Financing, New York 1951) 
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economic level and then trying out statistical correlation of variables 
chosAi on the basis of that analysis. 

Operating with the same variables as used by Tinbergen, he tried 
out correlations for aggregate data 1923—43 by dollar amounts and 
for sample data oi large companies and 1916—43 by expressing the 
variables as percentages of net worth. He found that no definite signi¬ 
ficance could be attached to lagged profit in either case, and 

no significance to lagged ^rplus (S-i) in the second case 

He therefore looked for variables that actually enter the decision of 
corporate management to distribute and (inversely) to retain profits. 
In addition to current net profit, he introduced dividends of the preceding 
year (D-i) and operating asset expansion (E) for the current year — 
all variables expressed as ratios oi' net worth. For the period 1923—43, 
he obtained the following satisfactory regression equation on his sample 
data of 45 large companies (we use dashed notations to indicate that the 
variables are expressed as ratios): 

S'c = 0.70 Y'bc — 0.35 D'-i + 0.11 E' — 1.42 (iv) 

(--L 0.05) i± 0.11) (±V05) 

(The figures within brackets indicate the standard errors of the estimated 
regression coefficients). 

For the sake of comparing marginal rates of retention it is of some 
interest to point out that Dobrovolsky obtained the following results 
by using Tinbergen’s variables : - 

All American corporations, 1919—32 (variables expressed in dollars): 

Sc - 0.85 Ybc — 0."55D-, + 0.05Ybc-2 O.O 8 S -1 + 0.04S-2 (v) 

Large manufacturing corporations, 1923—43 (variables expressed as 
ratios of net worthU^ 

S'c = 0.72 Y'bc— 0.25D'-i f 0 . 02 Y'bc. 2 —0 07S'-i + 0.02S'-2—17.55 (vi) 

Note that in equations (iv) and (vi) which deal with the same sample 
data of large corporations and express the variables as ratios of net 
worth, the marginal rate of retention with respect to current profit is 
virtually the samc^. The difference betweenVhe coefficients of D'-i is also 

1 Ibid, pp. 39-40. 

2 Ibid, p. 42. 

^ because statistically the difference is not significant at all. 


1? 
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not very significant considering that (i) the standard errors are relatively 
high, and (ii) the additional variables are different i.e., E' in eq. (iv), 
Y'bc. 2 > and S'-i in eq. (vi). 

On the other hand, when all American corporations are taken into 
account, as in equation (v), the marginal rates of retention are higher ' 
with reference to both current profit and lagged dividend. It might be 
argued that this may be caused by the difference in the reference period 
and this result by itself does not give any definite indication that the 
difference is caused by a difference in the size of the units involved in 
the two sets of data. However, two additional evidences strengthen the 
presumption that differences in the size of the units may have something 
to do with the differences in regression coefficients: (1) We notice that 
Modigliani’s equation (equation (ii) above) for the period 1921—40 
covering all American corporations yields exactly the same regression 
coefficient for current profit, when the equation is transposed, as equation 
(v) for the period 1919—32. Lintner’s equation (equation (iii)) for the 
period 1918—51 presumably covering all American corporations also 
yields substantially the sar:ie high regression coefficient. (2) Secondly, 
we have further evidence with reference to samples of different size 
units in Dobrovolsky’s study. For the same period, 1917—43, Dobro¬ 
volsky got the following equations (simply correlating retained profit 
with current profit — both variables as percentages of net worth): 

(a) 45 large corporations: S^' - —3.30 + 0.74Y'Bg 

(b) 73 small- and medium-sized corporations ^ ^ —3.34 0.81 Y'^^ 

Nobody would suggest \hat the difference between the marginal 
saving propensities of the large and the small corporations is very 
appreciable. But one significant conclusion needs mu^:^. be drawn. Factual 
evidence shows that the marginal saving propensity of smaller corpora- 

1 Assuming that the standard errors are of the same order relatively. Tinbergen 
does not give this supplementary measure of the reliability of coefficients. 

2 For a sample of 381 small corporations, however, the regression coefficient 

with respect to current profit is 0.75 only (S^‘' = —2.89 -I O.TTY'bc)* But here the 
period covered is much shorter (1926—36) and therefore the number of observations 
smaller. Whether this neat-coincidence of the coefficients for large and small cor¬ 
porations is due to sample variance or period variation, it is difficult to say. We 
have not carried out any test«nn this point. > 
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lions can he higher than that of larger ones. Our data do not permit us 
to aSsert that it is necessarily higher; but the possibility that it can be 
higher is certainly indicated K If there is any fixed theoretical bias to the 
contrary, we must disabuse our mind of such a bias and seek a correct 
theoretical appraislll. We shall try to do this when we come to comment 
upon a similar result obtained by us on Indian data (§ 6.5.4, pp. 195—96). 

1.3 The nature of statistioal ^"explanation^" 

We saw that several alternative sets of varjables can each of them 
yield a high correlation. The one common variable which has statistically 2 
the most preponderant influence on corporate saving is of course the 
current profit. • 

Statistical correlation does not establish any causal nexus. Only when 
a high degree of statistical correlation is supported by a sound economic 
theory and/or by evidence of economic practice could we consider a 
regression equation to have a general economic significance. Otherwise 
the so-called statistical “explanation'* mig|;it offer spurious economic 
explanations indeed. 

1.4 Choice of variables on economic grounds 

On economic considerations, current profit, the preceding year’s 
dividend and current expansion requirement (as measured by the ex¬ 
pansion of operating assets in the current year, for instance) could be 
considered the explanatory variables. Of these, dividend requirement 
(indicated by preceding year’s dividend) and expansion requirement 
may be said to represent respectively the pressures from the stockholders 
and from the entrepreneurs mentioned in § 6.1.1 above. Current profit 
is the most fundsfffiental variable of all. 

With these remarks we skip over any detailed examination of the 
various equations presented above. Suffice it to say that there is a general 
tencfency, particularly after the thirties, to keep dividends relatively 
stable. It is rither interesting that even in America where the management 
enjoys considerable independence in ihd matter of profit retention, 

1 The possibility in fact runs either way. See Table Ss towards the end of this 
chapter. 

2 ^^d also on economic grounds, as we shall presently see. 
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dividend is a steadier element than corporate saving ^ We shall soon 
see how the influence of an extremely steady course of dividend worked 
in postwar India. 


2. SAVING PROPENSITY: TYPES AND THEIR^DEFINITIONS 

It is customary to speak of an individual’s — and by extension, the 
community’s, or in the matter of saving, also ^'he corporation’s (viewed as 
a distinct personality — propensity to consume, to save and so on 
Propensity is an inclination, a tendency^. It carries with it the connotation 
of a certain amount of stability in the functional relationship between two 
variables that express the propensity. 

In economic literature it is common to speak of two types of propen¬ 
sity — average and marginal. Let us explain these in the context of 
saving, with illustrations from the foregoing survey of statistical deter¬ 
mination of corporate saving. We take marginal propensity first. 

Marginal propensity: In the regression equations for corporate saving 
we find that there is a regitssion coefficient for each one of the inde¬ 
pendent variables. The regression coefficient means that with a unit 
increase of the independent variables, increase of a given proportion 
measured by the respective regression coefficient of each of the indepen¬ 
dent variables (positive or negative according to the sign) is associated 
with the dependent variable. Mathematically speaking, therefore, cor¬ 
porate saving can have a marginal rate of (propensity to) increase or 
decrease with respect to each of the independent variables with which 
it is functionally related. In economics, however, only the increase in 
savings resulting from a unit-increase in profit or income is called the 
marginal propensity to save, 

1 1 , 

1 The fact that Tinbergen (and also Modigliani) found the influence of lagged 
surplus position to be of importance to dividend distribution seems to have been due 
to some special circumstances obtaining for the greater part of the period of 1919—32. 
See Dobrovolsky op. cit. pp. 38—39. It seems that during the forties these were not 
operative. 

2 Distinct personality not merely in the sense of a legal fiction but as a group 
entity where a group of men deciile upon the corporation’s fiivancial policy. 

3 e.g., “The propensity to monopolize” which is the title of a recent publication in 
the Economic Analysis Serlfes, Amsterdam. Indeed we might even speak of a “propen¬ 
sity to generalize”, an idea on which Francis Bacon offers much comment! 

^ See Oxford English Dictionary. 



CORPORATE SAVING PROPENSITIES 


181 


In the equations given in the previous section the measure of corporate 
marginal saving propensity is given by the regression coefficient of the 
variable the current corporate net profit. It follows that the mar¬ 
ginal propensity to save remains constant over the period for which 
the linear regressAn holds. 

Statistically, it is possible to obtain regression equations from cross- 
sectional observations also and then the regression coefficient of profit 
or income would indicat# a marginal saving propensity with reference 
to differences in the size of the units. Generally, however, marginal 
saving propensity is expressed with reference* to time. 

Average propensity'. If we take a time series, the average propensity 
to save would be the average rat^ of saving for the entire period, so that 
it gives the average tendency around which the annual rates fluctuate ^ 
It is in this sense that it is somewhat stable as a tendency. When this 
average tendency over a period is considered normal it can be called 
the average propensity. It is in this way that a distinction between the 
usage of the words “rate” and “propensity” should be drawn. 

There is a second way, however, in whith “average propensity” is 
very frequently conceived. Using the words “normal” and “average” 
interchangeably, the average (saving rate) of a number of units (indivi¬ 
duals or companies) in any given year is implicitly treated as normal 
and in this sense it is customary to speak of an average propensity (to 
save). Compare the following statement of Dobrovolsky for instance: — 

“Our simple linear regression equation implies that the marginal 
propensity to retain remained constant while the average propensity 
to retain increased with the rate of profi^^”. 

Clearly, “average propensity” here refers to the average of a number 
of companies in a given year. It is a cross-section average instead of a 
time-series avera^. Such a usage is not consistent with the usage of 
the “marginal propensity” which is more meaningful when constructed 
fropi a time-series. But such a usage is pretty common. Pretty common 
also is the use of the word “propensity” where simply a “rate” is meant. 

From our clarification above it should be obvious that while every 

• ^ 


1 Provided, of course, that savings are positive. The aijgrcgate savings of a country 
as well as savings over a sufficiently large number of years arc generally positive and 
•x^hemfore the statement holds. 

^ fDobrovolsky, op. ciu p. 22n. 
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propensity is a rate, every rate is not a propensity. The word “pro¬ 
pensity” should be used only when a stable tendency or norm is meant. 
There is no objection if cross-section data is utilized carefully with a 
clear idea of the meaning of “propensity”. Unfortunately, such clarity 
is usually not shown. ' 

It is by now apparent that sometimes it is safer to use the words 
“average rate” than “average propensity”. 

Average propensities generally change from period to period. This 
is plain enough. It should be borne in mind that even marginal propen¬ 
sity need not remain constant for all times. When structural changes 
occur, these constants themselves also change ^ This seems to be demon¬ 
strated by the recent shift in the United States towards a lower marginal 
propensity to save (See below § 6.5.3, p. 193. Also Table 53). 

3. THE AVERAGE RATES OF CORPORATE SAVING IN POSTWAR 

INDIA 

The average rates of corporate saving for the period 1946—55 can be 
directly calculated from sample data without recourse to stepping them 
up for total coverage. This is done in Table 52 for two sets of samples 
with two overlapping years. Average rates for the whole period obtained 
by linking the series are also shown. 

The average rate of corporate saving for linked series for the whole 
period of 1946—55 was some 39 percent, the difference between the rates 
for the two linked series being negligible. The large difference between 
the average rates for the two overlapping sub-periods, 1946—51 and 
1950—55, is thus less due tc the difference in thfe scope and coverage of 
the samples (although it might account for a slight difference) than 
due to the peculiarities of the sub-periods. , 

This average rate of nearly 40 percent over the postwar decade may be 
viewed as the average corporate saving propensity for this period 2. 

* This is why the elaborate attempts, say, of Dr. N. V. A. Naras'mham’s Short 
Term Planning Model For India, which base themselves on regression coefficients of 
a predominantly inter-war period series, may very well turn ou^ to be a misleading 
“model”. 

2 It is interesting to note that an analysis of data furnished by the T.E.C. reveals 
that over the years 1946—51, the average rate of saving by 500 private limited com 
panics was virtually the same ^s that of the public limited companies. 
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Table 52. profits after tax, dividends, savings and saving rate 
•for samples of public limited companies, INDIA 1946—55 

(Amounts in Rs. crores) 


Sample with Profits Divi- Savings Rate of Saving 
Year number of after dends (profit mi- (4) as percen- 


col. 

companies 

(1) 

tax 
• (2) 

(3) 

nus dividend) 

(4) 

tage of (2) 

(5) 

1946 

TEC(492) 

27.80 

15.51 

*12.29 

44.2 

1947 

ss 

24.40 

15.11 

9.29 

38.1 

1948 


31.30 . 

15.28 

16.02 

51.1 

1949 


19.59 

15.08 

4.51 

23.0 

1950 


30.37 

17.89 

12.48 

41.1 

1951 


39.02 

20.60 

18.40 

47.2 

Total 1946-51 

172.48 

99.49 

^ 72.99 

43.3 

1950 

RBI (750) 

38.54 

23.74 

14.80 

38.4 

1951 


51.55 

26.99 

24.56 

47.7 

1952 


31.03 

24.46 

6.57 

21.3 

1953 


38.60 

26.07 

12.53 

32.4 

1954 


45.80 

29.22 

16.58 

36.2 

1955 


59.55 

32.22 

27.33 

45.8 

Total 1950-55 , 

265.07 

162.70 

102.37 

38.6 




Average rate of ^ving by linked series for the whole 
period, 1946—55: 

A. TEC series extended forward ' 39.4 

B. • RBI series extended backward ^ 39,0 


Sources: (a) T£^ Report, Vol. I, p. 125 (b# RBIB, September 1957. 


* Extension forward is done by linking on the basis ?)f the proportions obtained 
year 1951; backward by linking on the basis of the proportions obtained for 
die\ear 1950. • 
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4. A GRAPHIC VIEW OF PROFITS, DIVIDENDS AND CORPORATE 

SAVINGS 

It will be useful to lake a look at Chart 1 in which the movements 
of profits (before and after tax), dividends and retainc 1 profits are shown 
graphically with corrections for linkage. We see that the absolute level 
of dividend remained fairly steady during the period so that the 
absolute level of corporate savings reflected^ the fluctuation of profits 
after tax. Naturally, retained profits and dividends as ratios of net 
profits moved inversely..This obvious point is brought out visually 
in Chart 2. Jt is significant that the peak years of profits arc also the 
peak years of corporate saving in absolute amounts as well as in terms 
of percentage of net profit, but the fluctuations of the corporate saving 
ratio (saving as percentage of net profit) are more pronounced; — the 
slopes of peaks and troughs are steeper. The reason is the relative 
steadiness of the absolute amounts of dividend so that dividend as 
percentage of profit is low in years of high profits and high in years of 

Chari 1 

Corporate profits (before and aftertax), dividends and savings, 

India 1946-1955 (backward extended R.B.i. series’^) 


Rs crora» Rs crorat 



’) For explanation tee § 6.5 1. (b) Savings 4- Dividends =: Proiits after tax 

Savings 4-Dividends f Taxes =~ Profits before tax 
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Dividends and savings as percentages of corporate profits alter tax, 
India 1946-1955 (backward extended R.B.L series) 



low profits K Inversely, corporate saving as percentage of profit is high 
in years of high profits and low in years of low profits. 

5. CORPORATE MARGINAL PROPENSITY TO SAVE IN POSTWAR 

INDIA 

In this section we work with the sample data for all industries. This 
constitutes our major investigation. Industrywise investigation will be 
made somewhat more sketchily as an Addendum in the last section. 
(Section 7). 

5.1 Statistical * 

Our basic sets of data for calculating the corporate marginal pro-, 
pensity to save arrtlie ones presented in Table 52. These arc all we have. 
Each set contains six observations and altogether we have observations 
for ten successive years with partial overlappings for two years. Linkage 
for these two years is not perfect. 

The percelbtages saved for each sample for the overlapping years are: 
• TEC • RBI 

• 1950 41.1 38.4 

1951 47.2 47.f 

There were no losses in the aggregate in any year though there were losses in 
^afeW individual industries^ See Table 54 towards the end of this chapter. 
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Linkage is therefore somewhat problematical. Observations for each 
set seperately, on the other hand, are too few to place reliance oil the 
regression coefficients, unless supplemented and checked by other 
measures. Thus, our analysis is not as delightfully simple as, for example, 
Colin Clark’s ^ was. The likelihood that the second saii\ple (RBI) includes 
the first (TEC) and the fact that the RBI sample is a larger one indi¬ 
cates that it extends to smaller units. Indeed, the average size of 
paid-up capital for the units of TEC samp^ is Rs. 50 lakhs whereas 
that for the units of RBI sample is Rs. 40 lakhs. This difference in 
size might introduce a difference in the retention practice, but the 
difference does not appear to be systematic in terms of saving as a ratio 
of profit as seen in the above rates for two overlapping years 2. 

We tried out the following basic sets of linear correlations by the least 
square method. Detailed results are given in Appendix XVII. The 
equation numbers refer to the numbers in that Appendix. 

It is convenient to describe the symbols used for the variables in the 
equations to be presented: 

Sc stands for corporate saving or retained profit (profit after tax minus dividend) 
Ybc »» »» corporate net profit after lax 

W „ „ corporate net worth (paid-up capital 1 all reserves i balance of 

profit) 

D „ „ corporate dividend 

L „ „ level variable, accounting for a possible effect of the imperfection 

on the linking process, i.e, of a hidden flaw in the series, taking the value 0 for 
the years up to but not including the link year, and J from the link year onwards. 
(See Appendix XVII) L may also represent a possible effect of a tax reform, 
initiated in 1950. This variable is frequently called the “break”-variable. 

Subscripts I and 2 arc used respectively for TEC^iind RBI samples. The same 
also for extended series of one or the other. 

Standard errors arc indicated within brackets below the coefficients and con¬ 
stants. 

■ 

a. First, we correlated the absolute amounts of savings with the 
absolute amounts of profits after tax separately for the two samples with 
only six observations each. The work is extremely simple and the cor- 

p 

1 National Income and Outlay, p. 255. 

2 The influence of difference in size is indirectly tested out by us in a series of 

industrywisc correlations, “there we see that with a few exceptions the larger units 
have a higher average saving propensity, but the marginal saving propensity api)eaf« 
to be unsystematic with respect to size. { 
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relation good (see Chart 3), but the number of observations are too 
few.*The following results are obtained: 

For the period 1946—51 {TEC) 

^ Sci = 0.719Ygjji — 8.5 (1) 

(0.096) (2.8) 

For the period 1950—55 {RBI) 

Sc2*= 0.734 Ybc2 — 15.4 

(0.077) (3.5) (2) 

The coefficients and the intercepts are significant in both the equations. The co¬ 
efficients of Ybc Jtre not significantly dyferent; nor are the intercepts, considering the 
fact that because of the differences in the scope of the two samples, the intercept 
for the second equation should be reduced to about —15.5 x 0.75 ~ — 11.6 in order 
to make it comparable with the corrcspoiUding value of the intercept in equation 1. 

b. Second, we took up the extended series to cover the whole period 
1946—55 eliminating overlapping. We did tjiis in two alternative ways: 
The TEC series were extended forward with The help of item-wise ratios 
between the two samples for the year 1951. Again, the RBI series were 
extended backward with the help of the item-wise ratios between the 
two samples for the year 1950. This method was preferred to the method 
of using an average ratio of the two overlapping years because in this way 
any possible discrepancies in the results on account of the difference 
in methods would get the best chance to become noticeable. 

(i) The TEC-extended series were tried out in 4 alternative ways 
(equations 3, 4, 5 and TJ in order to observe the condition under which 
a break in the linked series was not (and was) significant. This is why the 
break-variable brought in. 

The net worth variable W is introduced primarily with the economic 
hypothesis that corporate saving is related to profitability ^ and for 
decision purposes profitability is ideally related to net worth. For techni¬ 
cal reasons,^however, we introduce it in equations with variables ex¬ 
pressed as absolute magnitudes as well jis in equations in which the 
variables are expressed as ratios of net worth. It will be interesting to 
note later that in the tested equations no significant break in the relation- 

f. Dobrovolsky, op. Qit. p. 20. However, Lintnef disagrees on empirical grounds. 
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ship occurs in the linked series whenever W is introduced — quite in¬ 
different to whether it is introduced as an absolute value or as a denomi¬ 
nator to other variables. 

Equation 3 was obtained by correlating SctoY^j., L and W (all in 
absolute values): ^ 

Sci ---- 0.783 Ybci ““ 1.67L, — 0.022W, — 3.0 (3) 

(0.050) (0.98) (0.010) (2.6) 

N.B. The coMcient of L and the constant are not signiiicant. 

Since the intercept found is not significantly different from zero, 
this constant has been assumed equal to zero in the next equation. 
We find that the significance of the coefficient of L diminishes further: 

Sol 0.794 Ybc 1 — 0.83Li — 0.032Wi (4) 

(0.054) (0.72) (0.005) 

Next, we expressed all the variables as percentages of net worth and 
obtained the following equation: 

= 0.783^®=’ — 0.80-1 — 3.14 (5) 

Wi w, w, 

(0.064) (0.77) (0.57) 

There is still no rise in the significance of L, the break-variable. 

Since we are approaching the hypothesis that the break-variable 
has no significant influence, we now try out another correlation with 
ratios as variables as in equation 5, but without the break-variable. 
The resultant equation is: ^ 

= o.804Xb£J_ 3.39 (6) 

W, Wi 

(0.059) (0.50) 

Next, we shall see the result of retaining the break-variable in two 
equations with all variables in absolute values but without the net 
worth term: 

Sci - 0.712 Ybc 1 — 3.47Li — 8.3 (7) 

((X050) (0.74) (1.5) 


We see here that the coefficient of L becomes significant. Also note the similarity, of 
the value of the intercept with that of equation 1). ^ 
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(ii^ We tried out the backward extended RBI series only for two 
cases with the variables tried on TEC extended series. (Two further 
cases are tried in Appendix XVII by introducing lagged dividend as one 
of the explanatory variables). 

First we try out me case as shown in equation 7. The resulting equation 
is: 

Sc2 - 0.764 Ybc2 — 4.21 L2 — 12.5 (8) 

(0.059) (1.19) (2.1) 

Here also we notice that the coefficient of L is significant and the value of the inter¬ 
cept is of an order similar to the corrected value of tfie intercept in equation 2. 

We can now summarize our result with respect to the break-variable 
and conclude that by linking thep figures of the two samples of T.E.C. 
and a significant break in the relationship (represented by the 

variable L) is shown only if net wortli (W) is not included in the relation¬ 
ship (compare equation 7 and 8 on the one hand with 3, 4 and 5 on the 
other). This is true irrespective of whether the variables in the tested 
equations are expressed as ratios of net viorth or as absolute values. 


Finally, we correlated the same terms as in equation 6 and obtained 
the following result: 


Sc2 


3.24 


(9) 


. = 0.797 

W2 W2 

(0.053) (0.42) 

The correlation coefficients are high in all the equations (see Appen¬ 
dix XVII). • 

(iii) We tried out two further correlations by introducing lagged 
dividends (see equation 10 and 11 in Appendix XVII) but the results 
indicate that the^fffluence of dividend of the preceding year was not 
significant. 

(iV) In order to judge the effect of dividend control operative during 
1948 and 1949, we carried out a test with reference to the residuals (see 
Appendix }JVIII). The signs are positive for one year and negative for 
the other. Mordbver, larger residuals occur for other years in either 
direction. It can be concluded, therefore, that,the effect of dividend 
►ntrol operative during 1948 and 1949 was random rather than 
sysfcimatic. • 


^conti 

systtij 
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Further attempts to correlate without the years of dividend control 
were not made because for lagged dividend we would be left with a 
series of seven observations only (even on extended series). The enter¬ 
prise was not considered worth undertaking. 

5.2 Analytical: Conclusions from an analysis of the statistical results 

We can summarize our conclusions from the above results as follows: 

1. The regression coefficients of current profit in the two partially 
overlapping periods (equations 1 and 2) are not significantly different. 
This supports the hypothesis that marginal propensity of corporations 
to save remained the same even in the two partially overlapping sub¬ 
periods. Considering the corrections noted, the values of the intercepts 
for the two periods are also not very significantly different. 

2. By extending the series forward (equations 3—7) or backward 
(equations 8 and 9) by linking the figures of both samples on the basis 
of the proportions of 1951 and 1950 respectively, a significant break 
in the relationship (represented by the level variable L) is shown only 
if net worth (W) is not included in the relationship (equations 7 and 8). 
Conversely, when net worth is included {whether in absolute amount or 
as a divisor), there occurs no significant break in the relationship {equation 
3, 4, and 5). This conclusion is highly gratifying because it suggests 
that the method for linking the two series did not cause a flaw in the 
extended series, particularly for the equations which are finally accepted 
(which included the net worth variable). It gives confidence in the re¬ 
gression analysis based on the linked series for the accepted equation. 

The choice of the expla.iatory variable W (net worth) was made 
on economic grounds, because net worth could affect corporate savings 
in two ways (1) When introduced as a divisor all the variables, 
it relates the rale of saving to the rate of profit. This means that we relate 
saving to profitability rather than to profits — a procedure which has a 
priori attractions 2. (2) When introduced as an absolute value, the variable 
W (net worth) brings in the factor of corporate surplus of the previous 

1 A third factor is discussed under point no. 4, which is really an extension of 
our second point here. 

2 It is expected that this way of introducing the variables as ratios of net worth has 
the advantage of eliminating the influence of the size factor (for comparing with 

rent samples or with aggregate data). It must be noted that while it does elinunate 
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period (one of Tinbergen’s explanatory variables) which has a negative 
inflifence on the current corporate savings. This second point is corrobo¬ 
rated by the negative sign obtained for the regression coefficients of W. 
We shall return to this aspect later under point no. 4 below. 

3. The two methods of extending the series do not result in signifi¬ 

cantly different coefficients (compare equation 8 with 7, and 9 with 6), 
considering the fact that the expected levels of the coefficients for L 
and the intercept are about 20 to 30 percent higher for the backward 
extended series of the RBI sample than for the forward extended series 
of the TEC sample. • 

This means that it docs not really matter whether the TEC series ex¬ 
tended forward or the RBI series extended backward are used as a factual 
basis for testing the assumptions. 

4. Equations 6 and 9 seem to be.the most acceptable, mainly because 
they include net worth. Moreover by the inclusion of net worth (W) the 
break-variable can be dropped. However, it can be dropped equally 
well in equations 3 and 4 also. Hence, additional arguments are necessary 
for preferring equations 6 and 9 to equations 3 and 4. In fact this pre¬ 
ference stems from a presumption in economic theory and from a statisti¬ 
cal point of view. The variables are expressed as ratios of net worth. 
It is sometimes held that profit retention decisions depend largely on 
the rate of return on capital rather than on the absolute amount of 
profit 1 At any rate it enables us to relate saving to profitability. The 
statistical advantages of introducing W as a divisor are that only two degrees 
of freedom are taken up, and that possible hcteroscedasticily of the 


the size factor to a large extent, it cannot eliminate the size factor completely. For 
the earlier part of this assertion cf. Dobrovolsky, op. cit., pp. 20n and 40. For a modi¬ 
fication of the asseniHR also cf. ihid^ p. 40n. 

> Dobrovolsky, op. ci/,, p. 20. Lintncr has argued against him that actual corporate 
decisions arc based more on the absolute amounts of profit than on the rate of profit. 

2 Moreover, increasing net worth may change the marginal rate of saving, unless 
the specific influence of this variable on saving is eliminated; one way of doing so 
— analogous tp the usual proce.ss of “deflating” variables — is to divide all variables 
by net worth. Jn fact, the results obtained by Do|provolsky suggest that the marginal 
rate of saving is ncfatively correlated with size — which may be represented by net 
worth. Accordingly, a significantly negative value for th^ coefficient of W has been 
found throughout. 

negative sign of net worth term is likely to be due to the accumulated reserv'es 
whicti are included in net .worth. * 
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residuals in the equations with absolute variables is counteracted. 

The high value of the coefficient for is in accordance \vith 
economic theory. 

Directly we do not see any coefficients for W in these two equations 
(6 and 9). But by multiplying both sides of the equations by W, we 
obtain a coefficient for W (see Table in Appendix XVII). W has a 
significantly negative sign in all the equations where it (W) occurs 
(perhaps this reflects an indirect influence ; of accumulated reserves 
which arc included in net worth), but everywhere its value is very small 
(about 3 percent). However, because W is several times the order of 
magnitudes of S and Ybc. its absolute influence may be appreciable. 

We can make a digression on the general process of corporate saving. 

Theoretically speaking, another factor may also exert a negative 
influence on corporate saving. If increase in paid-up capital takes place 
at a rate faster than that of increase in net profit, the company (or 
companies) can maintain its rate of dividend only by reducing its rate 
of retention. i In the present case, however, the rate of increase in net 
profit remained generally higher in both the samples (and sub-periods). 
Profits after tax increased in the TEC sample from 1946 to 1951 by some 
50 per cent and in the RBI sample by some 54 percent, whereas for the 
TEC sample paid-up capital from new subscription increased just 
25 percent — only when capitalized reserves were added did it increase 
63 percent — and for the RBI sample paid-up capital including 
capitalized reserves increased merely 15 percent. The increase in re¬ 
serves for the RBI sample (sub-period 1950—55) was 45 percent, and 
for the TEC sample 47 percent 2. Thus in both the samples reserves were 
the chief negative influences. In the case of the TEC sample this in¬ 
fluence is reinforced by a large increase in capitalized reserves. ^ 

5. For measuring corporate marginal propensitySv. save both equa¬ 
tions 6 and 9 would serve equally welM, though statistically perhaps a 

1 Rate of dividend usually refers to dividend as a ratio of paid-up capital, whereas 
rate of retention usually refers to retained profit as a ratio of net prf»fils. 

2 Sources: 1. RBIB, September 1957, loc. cit.. Tables 1 and 13. 

2. TEC Report, Vol. 1, Tables 12 and 18, and Statements I and XI 
(Appendix to Chapter VII). 

3 Note the distinction between reserves and capitalized reserves. Paid-up capital 

includes only the latter while net worth includes both. , 

^ See Chart 4, page 206. 
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slight perference may be given to equation 9 because of the slightly 
higher correlation coefficients. 

The observed marginal rate of corporate saving during 1946—55 can 
thus be confidently placed at around 80 percent. 

6. Lagged dividend did not have any significant influence on corporate 
saving. This is perhaps due to the extreme stability of dividend during 
the whole period. In this context, the operation of dividend control 
during 1948 and 1949 placed a statistically insignificant role. More will 
be said in explanation of this stability in the last part of this section. 

53 Comparison with some high-income countries 

Let us now compare the average and marginal saving propensities 
of Indian corporations with those of American, British and Dutch 
corporations. 

We bring together the available data in Table 53 for varying periods. 
For the sake of comparibility, we have calculated the postwar rates 
for America and the United Kingdom. Postwar figures are not 
available for the Netherlands from published sources. From private 
sources we have been able to gather rough* but fairly reliable figures. 
The average rate of retention in the Netherlands in postwar years has 
been very high indeed: For manufacturing industries excluding oil it is 
something like 50 to 60 percent of net profit after tax, something like 
60 to 70 percent for banks and insurance, and 65 to 75 percent for trans¬ 
port, storage and communications. It should be noted that this high 
rate of postwar corporate saving in the Netherlands accompanied an 
exceptionally high rate of profit. The operation of super-dividend tax 
and exemptions on in^stment also played their part. 

Let us try to draw some broad conclusions from Table 53. 

(Supplementary measures for testing the significance of the coefficients 
are not availabl^^or most of the equations. Therefore we can draw 
some of the following conclusions (Nos. 1, 3, 5) from Table 53 only 
on ^the drastic assumption that the coefficients are of the same order 
of significance in all the equations). 

1. In the same country different marginal rates may occur at different 
periods (compafe 2 and 3 with 4 and and 7 with 8)2. 

1 Vide Table 44. Chapter 5. 

2 See supra, § 6.2, p. 182. That the average rate of saving would vary at different 

^kods needs hardly to be mentioned. j 
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Table 53. average and marginal propensities of corporate saving in four 

COUNTRIES 


(Expressed as ratios of profits after tax) 


Country 

Period 

Form of 
equation i 

Marginal Average 
propensity propensity 
percent percent 

Source & 
Remarks 

1. India 

194fr-55 

S«'= aV'Bc H- X 

80 

39 

Eq. (9) 

2. U.S.A. 

1916-^3 

S«'= oY'bc— yD'+ 70 

30 

Dobrovolsky- 


(excl. 

1936&37) 

AE' + 

X .. (1924—43 

excl. ’36&’37 

sample of lar- 
ge corporati¬ 
ons'^ 

3. „ 

1924-43 

(excl. 

1936&37) 

S^' = oY'bc + * 

1 

85 

16 

i 

Dobrovolsky, 
for All mfg. 
corporations 3 
Calculated by 
us from Moo- 

4. „ 

1946—55 

= oYbc 

51 


dy’s data of 

unadjusted 

profits 

5. „ 

1946-55 

uYbc + X 

f) 

69 

52 

Calculated by 
us from Dept, 
of Commerce 
data 

6. „ 

1947—56 

n.a. 

n.a. 

36 

Terborgh, op. 
cit., p. 19, 
Chart 9 

7. U.K. 

1924—35 

S'= = aYflc + X 

54 

19 

Clark’s 

figure^ 

8. „ 

1948—54 

S® = oYbc + X 

65 

62 

Calculated by 
us from 
Luboff’sdata5 

9. Netherlands 

1921—39 

SO = aYflc + X 

65 

29 

Calculated by 
Bos^ 

10. 

Postwar 

period 

* n.a. 

n.a. 

60-70 



1 Dashed letters are used where the variables are expressed as ratios (of net worth). 

2 Dobrovolsky, op, cit., p. 42. Average calculated from Supplementary Tables given by him in 
the Appendixes. 

3 Ibid, p. 22. 

< Colin Clark, National Income and Outlay (Macmillan, London 1937), p. 255. Radice’s co6ffi- 
cient for a revised series is even lower, 43 percent. See E. A. Radice, op. cit, p. 71. 

5 Andrei Luboff, “Some Aspects of Poit-war Company Finance — An Analysis of Tabulations 
of Company Accounts Published in The Economist, Accounting Research, Vol. 7, No. 2, /.pril 
1956; N.I.E.S.R. Reprint Series Ko. 7; Table 14. 

® H. C. Bos, “Nederlands Economische Ontwikkeling in 1953”, EconomischrStatistische Be- 
richten, December 23, 1953, p. 1021.. 
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2. The postwar average rate of corporate saving in India is clearly 
lowet than those in the United Kingdom and in the Netherlands. It may 
be recalled that profitability in India (at least for the samples covered) 
and in the United Kingdom were about the same during the postwar 
period studied, wAile that in the Netherlands was very much higher. 
High rates of dividend tax and exemption of investments were in 
operation in both the U.K. and the Netherlands. 

The average rate of corporate saving in the U.S.A. during the postwar 
years is not very conclusive. Figures calculated from Moody’s sample 
data and from the Department of Commerce data suggest a rather high 
rate of around 50 percent, while Terborgh’s corrected figures show a 
rate of 36 percent. Terborgh also shows that during the prosperous 
years of 1923—^29 the rate was just 30 percent Thus the Indian rate 
of 39 percent is not low, though it^is lower than the rate of corporate 
saving in some of the high income countries during the postwar decade. 

3. The postwar marginal rate of corporate saving is somewhat 
higher in India than that in the U.K. as well as in the U.S.A. 

4. The postwar average rate of corporate pving is much higher than 
that of the pre-war in all the three foreign countries. 

5. The postwar marginal propensity is perhaps slightly lower than 
the pre-war marginal propensity in the U.S.A. Perhaps the reverse is 
true for the U.K. 

5A A theoretical appraisal of the high marginal propensity in India 

In the light of what we said at the end of § 6.1.2 (pp. 178—79) with 
regard to a possibly higher marginal propensity for smaller U.S. cor¬ 
porations to save, conclusion number 3 above (higher marginal propensity 
of corporate saving in India) can now be fitted into a proper theoretical 
appraisal. It mayafcrf^ noted that the size of the average units covered by 
the Indian sample is much smaller than the average unit size of the 
U.S. or the U.K. sample, although the Indian sample represents the 
largest units in the country 2. 

• 

1 The nature of corrections introduced by Terborgh has been already mentioned 

in supra, § 5.7.4., p 163n. * 

2 The average unit of RBI sample has Rs. 4 million for paid-up capital whereas 
the average of all U.S. corporations in 1952 had above Rs. B millions as common stock. 
The latter figure obtained by transforming dollars into rupees at the current rate 
froA the figures given in the Stat.Abs. of U.S., 1956, p. 491. 
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We can appraise the theoretical position as follows: 

1. The smaller firms may have a higher marginal propensity to* save 
only when they are above a certain minimum size. A large number 
of small firms which are always “on their way out” in almost every 
country where a private business sector exists, is mofe likely to have a 
higher marginal propensity to consume (in the case of corporations the 
phrase can be easily translated as a higher marginal propensity to 
distribute profits) than to save. It is only above a minimum size that this 
problem of existence can be viewed as the problem of expansion (growth), 
and then of course the s^naller units have a greater need to save out of 
every additional rupee (or dollar etc.), because raising capital from ex¬ 
ternal sources is more difficult for them than for the larger units K We 
must add that the smaller units, even with the above qualifications, have 
the need for marginally saving at .a higher rate than larger units; it 
does not follow that they would necessarily and invariably do so. 

2. A further hypothesis may follow from Table 53 relating the 
postwar figures (compare Nos. 4, 5, 8 & 10 on the one hand with 
No. 1 on the other) that .the average saving rates of larger firms are 
higher than those of smaller firms. There is a strong presumption in 
favour of such a hypothesis, but the case of smaller U.S. corporations 
saving at a rate which is in some years much higher than that of the 
larger corporations remains a sobering reminder to be cautious 2 3, Over 
the long run perhaps the hypothesis holds true. 

Combining the above two hypotheses, it looks logically plausible 
to assume that the smaller firms (above a minimum size) may maintain 
a higher marginal rate of saving and as they prow, their average rate 
of saving also gradually grows. 

3. The fact that the average postwar saving rate in the U.K. was 
much higher while the state of profitability of huShL 3S with reference 

1 Of course for that matter, quite apart from the question of profitability, the 
stockholders' pressure for distribution may make retention also more difficult for the 
smaller units than for the larger ones. 

2 The following comparative rates of corporate saving (as percentuges of net in- 


come) is given by Dobrovolsky iu 

op. 

cit.. 

Table 

1, P. 

15: 

o 





1922 

’23 

’25 

’29 

’36 

’37 

’40 

’41 

’42 

’43 

Large manufacturing: 

26 

46 

49 

48 

26 

30 

33 

42 

43 

42 

Small „ 

•282 

55 

49 

24 

1 

•17 

50 

64 

57 

62 


3 Also see section 7 (the last section) of this chapter. 
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to profits after tax was about the same as in India, indicates that an 
international difference between the rates of saving is governed not so 
much by differences in profitability as by other considerations like stock¬ 
holders’ attitudes^ government policies, and so on 

5.5 Remarks on the nature of the period observed 

We have studied the marginal and average saving propensities and 
sought to make some generalizations on them. But is not the period 
abnormal, it may be asked, and are not generalizations based on ob¬ 
servations of an abnormal period pointless and invalid? Our reply is 
that we do not approach the question in this cut-and-dry fashion. Normal 
and abnormal are relative concepts. We would not argue that there is 
no such thing as a normal period. There are certainly periods which 
are relatively more normal than others. The crucial question is: to what 
are we relating the period under our study? Are we relating it to a past 
that we consider normal or are we looking for a norm that is to be in 
the future? Our feeling is that most of the postwar economic phenomena 
are gradually settling down and are going ^to stay. Wc are definitely 
witnessing a structural change in the Indian economy 2 . Norms of the 
past, even if we had the means to study them, are helpful only in measuring 
that change and not in prognosticating that change 

The real question is whether the key economic factors have been 
stable, and in the light of the answer — perhaps even without it — 
whether our findings for the period are going to hold in the future. 

Furthermore, abnormalcy of a period does not invalidate the reliabi¬ 
lity of the marginal propensity provided that it passes all the statistical 
tests. Now, in all our equations except 10 and 11, the correlation coeffi¬ 
cients are high"* and the regression coefficients are about 14 times the 
standard error. Slillstically, therefore, there is no effect of the so-called 
abnormalcy on the relationship between corporate profits and corpo¬ 
rate savings. Undoubtedly, this is because the impact of the “abnormal” 
yea*rs on the rate of saving does not appear to be abnormal. Take the 
years of peak and trough in Chart 1. Of the 4 peak years, 1946, 1948 

1 For inter-indiistrial differences within the country, see /n/ra, pp. 202—204. 

2 We cannot say it so categorically about the hi^-income countries, though 
there too certain structural changes are noticeable. 

3 Unless it is studied as a retarding influence. 

* See Appendix XVII., • 
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and 1951 may be considered abnormal because they were respectively 
postwar- and- pre-partition, post-partition, and Korean war years. 
And yet what do we find? We find dividend steady and as a consequence 
corporate saving moving in sympathy with net profit. JhQ only abnormal 
thing was the operation of the dividend control during 1948 and 1949, 
but its effect on saving is imperceptible. It is well known that for the 
already existing companies the dividend control did not materially affect 
their dividend level *. We have already shown (page 189) that the effect 
of the dividend control was random, and as such, quite normal. 

The second exogenous** factor could perhaps be the corporation tax 
policy generally, and specifically that with respect to retained profits. 
Now, it is precisely during the abnormal years (say up to 1952) that 
fiscal policy was characterised by the lack of any policy, as a reading of 
Prof. Gopal’s book will convincingly show 2. In other words, tax policy 
was also random in its effect. It might be thought that the turn to an in¬ 
centive taxation policy from 1950 on (including a rebate of 674 percent 
or so) might have exercised a positive influence on corporate saving. 
If effective, this measure should have manifested itself through the level 
variable L in the equations, especially on the basis of the TEC-extended 
series We have not specifically measured the influence, but from a 
glance at Table 52 we notice that the influence has worked more through 
the general business conditions than directly. 

If the present policy continues, there is no reason why in the group of 
industries studied profit retention should not continue at the same level 
and even increase. The reason for this conclusion is that the postwar 
pattern of distribution of profits is remarkabl>‘ different from the pre¬ 
war pattern 4. We should point out that pre-war dividend distribution 

1 “... dividends were not to exceed 6% of the paid-up rajAlal of the company 

or the average dividend distributed by a particular concern during the two years ending 
March 1948, whichever happened to be higher^*. (Control — A Study by the Federation 
of Indian Chambers of Commerce and Industry, New Delhi 1952. Our italics). The 
average dividends for those two years were generally very high. We can see in 
Table 52 that dividends did not register any fall in 1948. ^ 

2 M. H. Gopal, Indian Economy Since Independence: The Financial Policy of the 
Indian Union 1947—53; Delhi School of Economics Monograph No. 4 (University 
Press, Delhi 1955), Chapte*^ II and III, especially p. 20. 

3 However, it might be that the “flaw-effect” and the “law-effect” have different 
signs and hence cancel out. 

4 Both in India and abroacf. 
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was ^excessive and fluctuating with profits, ^ perhaps keeping savings 
at a steady and low level. It does not seem likely that Indian compa¬ 
nies will revert to their old (and immature) habits. 

The marginal raijp may continue at the present high level for quite some 
time. 

6. IMPLICATIONS OF THE THEORY OF PRESSURES FOR THE 

• INDIAN CASE 

It remains for us to see how the theory of pressures mentioned by us 
at the beginning of the chapter fits in with our investigation of Indian 
data. 

That the entrepreneurial pressure internally to finance expansions 
operated is obvious. An analysis of financing expansion during 
1946—53 shows that expansion requirements were met from external 
sources (fresh capital excluding capitalised reserves) only to the extent 
of 38 percent 2, whereas 62 percent 2 of the expansion requirements were 
met out of internal saving 2. • 

On the other hand, the finding that lagged dividend exercised no signi¬ 
ficant influence on profit retention shoud not be misconstrued to suppose 
that the pressure to distribute dividend did not operate significantly 
from the side of the shareholders. In fact, from the figures of average 
rates of corporate saving it should be obvious that something like 60 
percent of net profits were distributed by the (large) Indian corporations 
— which is higher than that in the three high-income countries. 

Two distinct causes of dividend pressure can be identified. One is the pres¬ 
sure exercised by the poorer dividend receivers — who constitute at least 
25 percent of the dividend earners Re-investment by them is insignifi- 

m 

1 See the writer’s paper, Levels and Fluctuations of Dividend in Four High-income 
and Low-income Countries, 

2 ^ Figures compiled in RBIB, August 1956, p. 787, from both TEC and RBI 
samples. 

3 Bank finance indeed has been freely drawn upon, but that mostly to finance 
inventory. — See TEC Report, Vol. I., § VII. 32, p. 115. 

4 Based on the following information on the distribution of dividends to share¬ 
holders in 1953—54 given in TEC Report Vol. II, pp. J53—54. Those belonging 
to category B and earning Rs. 10,000 and below are definitely poor as a dividend 
eai^g group: 


[Footnote continued on next page] 
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cant. The other is the pressure exercised by companies holding inter¬ 
company stocks. Numerically, they constitute something below 2 percent 
of the dividend receivers, but their dividend claims probably constitute 
some 44 percent of total dividend The peculiarity of the managing 
agency system 2 plus the advantage of avoiding double tax contribute 
to a very substantial pressure which does not seem to be motivated 
by consumption needs. It is almost certain that a very large part of the 
dividends received by this class of stockholdc«*s is reinvested somewhere 
or the other. 

There is the third group of shareholders, other than the two groups 
mentioned above, constituting the bulk of dividend receivers — more 
than 70 percent — who belong to a ]^igh-income group. They must be 
the vocal ones in the Shareholders" Association and so on. Nothing 
is known about their spending, saving and investment habits. Some 
part of their dividend income may be expected to be re-invested. 


[Footnote from previous page] 
Grade of total income 

(A) Companies 

Below Rs. 25,000 
Over Rs, 25,000 
Unclassified 
Total for companies 

(B) Other than companies 
Below Rs. 5,000 
Rs. 5,001— 10,000 

Rs. 10,001— 25,000 t 
Rs. 25,001— 40,000 
Rs. 40,001—100,000 
Rs. 100,001—200,000 
Rs. 200,001 and over 
Unclassified 

Total other than companies 


Number of assessees who had 
income from dividends 

554 

1,061 

316 

1,931 


10,506 

19,011 

18,7o0 

5,801 

5,189 

1,119 

538 

52,326 

113,250 


1 Judging by the refund granted on dividends. Ibid, he, cit, 

2 Especially in Western India where a substantially large proportioa of the shares 
is held by the managing agents. Thjy may like to freely withdraw funds from among 
their managed companies and invest in the ones in which for one reason or another 
they feel particularly intei^ted. 

3 Inter-company holdings of shares are not subjected to a double tax on dividends 
— once as profits of the company and again as income in the hands of dividend- 
receivers as is the case with individuals* holdings of shares. 
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7. THE INDUSTRYWISE POSITION: AN ADDENDUM 

Even with the limited objective of making an international com¬ 
parison of corporate saving propensities in terms of all-industry averages, 
our work had be somewhat elaborate and took up much of our 
available space. We cannot here follow up fully with an inter-industry 
comparison within the country, similar to that which we made in our 
study of profitability. We therefore choose to provide here the material 
for such a comparison and indicate the approach in the barest outline 
— in the form of an addendum to the present chapter. 

The broad relationship between profit, dividend and corporate saving 
has been graphically described in section 4 above. Without attempting 
such a description for each industry we are straightaway presenting the 
industrywise rates of corporate profit retention (retained profits as 
percentage of profit after tax) in#Table 54. These are given for two 
overlapping sub-periods for the two samples without linking the series 
for the whole period, but merely averaging for the two sub-period 
averages. Even so, certain broad conclusions could perhaps be drawn 
with reference to the relationship between -the profitability of a given 
industry and its saving propensity. Annual rates are provided not for 
detailed analysis, but for inspecting at a glance the effect of losses or 
negative savings (due to low profits) of certain years on the average of 
the sub-periods. 

The marginal rates have been calculated only for seven industries 
selected in a way that allows us to compare the position of (1) competi¬ 
tive and non-competitive industries, (2) Indian-owned and foreign- 
owned industries, and <3) to give represeDj:ation to the three groups of 
industries by ranking according to profitability. These marginal rates 
are of course calculated for the full period, i.e., for 1946—55, on the basis 
of the RBI selfes extended backward. The estimated equations are 
provided in Appendix XVII-B. 

Using a very rough ranking for the whole period, the comparative 
positions of profitability, average saving propensity and marginal saving 
propensity are brought out in Table 55 on page 203. 

Very broad conclusions can be drawn as follows: 

V. Relation betwet^n profitability and sdving propensity: We notice 



Table 54. corporate saving rates in India, 1946—55 — Percentages of Net Profit By Industry 
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lies losses by the source. *—* indicates zero or negative saving. n.a. means not available. n.d.a. means not directly available, 

not shown '»y the source. Sources: TEC Report Voi. I and RBIB September 1957, he. cit. 
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Table 55. profitability, average and marginal saving propensities according 

* TO THEIR RESPECTIVE RANKING , 


Profitability (with aversjge 
rates on net worth i for 
the period 1946—55)% 

(1) 

Average saving rate 
(saving as % of net 
profits) 1946—55 
(2) 

.... ■ »- 

Marginal saving propen¬ 
sity (as % of net profits) 
1946—55 

(3) 

1 Above 10 percent 


% 

1 Above 39.4 percent 

/ Above 80 percent 

Iron and Steel 

(14.7%) 

Iron and Steel ' 

Iron and Steel 

Tea Plantation 

(14.4%) 

Paper 

Cotton 

Matches 

(13.8%) 

Engineering 

Chemicals 

Other Plantations 

(12.0%) 

Shipping 

Sugar 

Paper 

(11.3%) 

Matches., 


Cement 

(10.0%) 

Cement 


II Between 7 percent and 10 

// Between 25 percent 

II Between 50 percent 

percent 


and 39.4 percent 

and 80 percent 

Sugar 

(9.7%) 

Vegetable Oil * 

Jute 

Cotton Textiles 

(8.1%) 

Cotton Textiles 

Tea 

Coal 

(7.9%) 

Other Plantations 


Electricity 

(7.9%) 

Coal 


Other Textiles 

(7.0%) 

Tea Plantations 


Jute 

(7.0%) 



III Below 7 percent 


III Below 25 percent 

III Below 50 percent 

Engineering 

(5.0%)., 

Electricity 

Cement 

Trading 

(4.9%) 

Other textiles 


Vegetable Oil 

(4.2^ 

Jute 


Shipping 

(*•^lT,) 

Chemicals (very high excl. 


Chemicals 

(3.1%) 

years of losses) 


Land and Estate 

(1.6%) 

'Land and Estate 




Trading 



1 Only very rough avenges for the period 1946—55;*— taken at the mean of the two sub>period 
averages. These whole-period average rates of profit on net worth are given here because they are 
not shown in the main Table (Table 40) from which they are worked out. Saving rates for the whole 
period are given in Table 54. 

Sources: &>1. (1) from Table 40; Col. (2) and (3) from 'liable 54. 
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only the roughest kind of correspondence between the ranking in 
profitability and that in the average saving propensity. Shipping'and 
Engineering are the two outstanding exceptions. These two industries 
have had very low rates of profit (third group) but very high rates of 
saving (first group). If we exclude the years of losses, Chemicals also show 
a high propensity to save on its generally low rate of profit. Vegetable 
Oils also save moderately well out of low profits. 

There are other exceptions too. Tea Plantations are highly profitable, 
but their saving propensity is just moderate. So also other Plantations. 
Earning rates of Jute Textiles are also moderate, but their saving pro¬ 
pensity is rather tow. 


//. Profitability, average and marginal saving propensities: For 
gaining some idea about the correspondence of marginal saving pro¬ 
pensity with profitability (and with average saving rate) we took Iron 
and Steel, Tea Plantations and Cement from the high-profit group; 
Sugar, Cotton Textiles and Jute Textiles from the second group; and 
Chemicals from the lowest group. We see that except for Iron and 
Steel, the marginal propensity hardly bears any correspondence with 
either the average profitability or with the average saving propensity 
for the decade considered. The high marginal saving propensity of 
Chemicals and low marginal propensity of Cement are particularly 
exceptional, though the average propensity of Chemicals is quite high 
if we leave out the years of losses. 

u 

///. Saving propensities by type of enterprise {Indian or foreign): 
We already found in Chapter 5 that differences in profitability arise more 
out of differences in types of industry than out of difTerences in types 
of enterprise — whether Indian or foreign. The rankings of (average) 
saving propensity and marginal saving propensity also show that foreign 
enterprises are not necessarily the best savers. Paper and Matches 
which are largely foreign-owned are high savers, but their profitability 
is also high. On the other hand. Engineering which ii largely Indian, 
and Shipping which ia also largely Indian are low earners but high 
savers. Jute which is almost completely foreign-owned is a moderate 
earner but low saver. ^ 
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IV. Nature of industry {competitive or oligopolistic) and saving 
propensity: It is plausible to hold that the oligopolistic industries save 
more. Indeed some of them — Iron and Steel, Paper, Shipping, Matches, 
and Cement — do show a high average rate of saving. They are the high 
earners also. During the first half of the period. Cotton Textiles earned 
high profits and saved also at a high rate — a little above 50 percent. 
Normally competitive, this industry seems to have had some kind of 
special advantages at that time — scarcity conditions, etc. During the 
later half of the period competitive conditions seem to have prevailed. 
Thus the hypothesis may hold for average savitig propensity. It does not 
hold for marginal propensity. Cotton Textiles, and Chemicals (mostly 
pharmaceuticals) are largely competitive, but they have a high marginal 
saving propensity whereas Cement which is mostly oligopolistic, shows 
a low marginal saving propensity., 

V. Size and marginal propensity: A comparison (see pp. 178—9) of 
U.S. data suggests that it is possible for the smaller firms to have a higher 
marginal saving propensity than the larger, ones ^ This possibility is 
confirmed by the high marginal propensity of Chemicals which are 
mostly small units. On the other hand the larger firms can have equally 
high or higher marginal propensity. Cement indeed is a case of large 
units having small marginal propensity. But Iron and Steel which are 
very large units, have the highest marginal propensity to save. 

Let the moderate weight of these findings serve to keep the generalizing 
propensity from flying^ 2. 

1 A theoretical appraisal has been already given in § 6.5.4, pp. 195—96. 

2 Cf. Francis B^o >on what he considered the first source of errors (Idols of the 
Tribe), “The undentanding must not be allowed to jump and fly from particulars 
to remote axioms and of almost the highest generality; ... it must not be supplied 
with wings, but rather hung with weights to keep it from leaping and flying.’* — 
Novum Organum (The New Organon), i, 104. 
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Chart 3 

Relationship between corporate saving (S^) and net profit (Yg^) 
for all industries, India, TEC-sample 1946-1951 and RBI-sample 
1950-1955 



• TEC sanes 7l9Ygj-8b 

o RBI-series 734Yg^-15.4 


Chart 4 

Relationship between ratios of corporate saving (Sc/W) and net profit 
(Ygc/W) to net worth, lor all industries, India 1946-1955, by forward 
extended TEC and backward extended RBI series 

Sc /w 
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Chart 5 

Relationship between ratios of corporate saving (Sc/W) and net profit 
(Ygci^) to net worth, for selected industries, India 1946-1955, 
by backward extended RBI series 

A. Cotton textiles 



Regression line Sc/W*0.923 Yb,/W~3,93 


B. Iron and steel 



2 4 6 8 10 12 14 16 16 20 22 24 26 28 30 °/q 




Regression line Sc/W-'1,019 Yg^/W—6.43 
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Chart 5 (continued) 


Relationship beiv#een ratios of corporate saving (Sc/W) and 
net profit (YbcAV) to net worth, for selected industries 
of sample companies, India 1946-1955, 
by backward extended RBI series 
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Chart 5 (continued) 

Reiiittionship between ratios of corporate saving (Sc/W) and 
net profit (Ybc/W) to net worth, for selected industries 
of sample companies, India 1946-1955, 
by backward extended RBI series 

E. Cement 



2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 % 


Ybc'W 

Regression line S, /W= 0.442 Yg^/W- 0.631 


F. Chemicals 



Regression line 0,897 Yg^./W— 2.59 


14 
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Chart 5 (continued) 

Relationship between ratios of corporate saving (Sc/W) and 
net profit (Ybc/W) to net worth, for selected industries 
of sample companies, India 1946-1955, 
by backward extended RBi series 


G. Tea (plantations) 



Regression line S^/W^0.681 Yg^/W- 4,53 



CHAPTER SEVEN 


CONCLUSIONS 

1. CORPORATIONS. UNINCORPORATED ENTERPRISES 
AND NATIONAL SAVING 

It is well known as a general proposition for industrialized countries 
that re-investment of p^f^fits plays a significant role in accelerating 
the process of economic growth. Re-investment of profits is practised 
not only by corporations but also by proprietary businessmen; but 
corporations play the more dominant role. 

In low-income countries where saving habits outside the business 
community are negligible, re-investment of profits by proprietary 
businessmen plays the more domipanl role, although the rate of re¬ 
investment by corporations is probably higher. This is because the size 
of the corporate sector is so small. In a sense, it is this relative smallness 
of the size of the corporate sector that is at once cause and effect of 
the backwardness of the economy; growtTi here is so painfully slow. 
It is quite understandable that even at its best way of functioning the 
corporate sector cannot influence the course of national saving signi¬ 
ficantly. On the other hand, the unincorporated enterprises sector can 
affect both the normal and the marginal rates of saving of the nation 
mainly because its size is sufficiently large, provided of course that its 
saving practice anywhere approaches that of the corporate enterprises. 
The qualifying clause is important, and a categorical assertion one way 
or the other can be ma^e only when sufficiently intensive investigations 
of the right type have been conducted on a national scale. But even 
with our limited investigation certain broad conclusions suggest them¬ 
selves. 0 ^ 

If we compare Table 32, with Table 33 (pp. 120—21), we at once see 
the negligible share of coiporate saving in the total national saving of 
India (only 4 to 6 percent), compared to the high share in most of the 
industrializdd countries. On the other hand, we find that in India, un¬ 
incorporated enterprises contribute a major share of saving (41 percent) 
while in the U.S.A. (Table 34, p. 122) the relayve contribution of un¬ 
incorporated enterprises excluding agriculture is not so important. 

The rate of saving of the corporate sector in India, when related to 
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its own income, does not compare too unfavourably with that in high- 
income countries, though it is somewhat lower. 

The average saving rate of corporations is about 40 percent, that of 
unincorporated enterprises about 27 percent (by assumption), — the 
rate of saving of the whole business sector little over 28 percent; that of the 
rest of the economy only 5.5 percent, distributed over government sector 
14 percent and personal sector only 4.5 percent; while the rate of national 
saving was about 9 percent during 1948—53 (see summary of figures, 
supra^ p. 124.) 

The importance of the unincorporated business sector and the relative 
ineffectiveness of the corporate sector in influencing the national saving 
rate are patent. The influence of the government sector is much lower 
than that of the unincorporated business sector but higher than that of 
the corporate sector (its contribution to the total saving is thrice that 
of the corporate sector). As is to be expected, the rate of personal saving 
is the lowest, but it contributed nearly as much in quantity as the un¬ 
incorporated business sector 


2. ACCELERATION OF THE RATE OF NATIONAL SAVING AND 
THE SIGNIFICANCE OF THE BUSINESS SECTOR AND THE 
GOVERNMENT SECTOR 

2,1 Need to increase the national rate of saving 

Although the rate of saving of between 8 and 9 percent at our estimate 
for the period 1948—53, and about 10 percent by the end of 1960 i 
if we make a projection, is close to the long-run average saving rate of 
some of the mature capitalistic economies, a much higher rate of saving 

1 Even on a very modest estimate the national marginal saving propensity is 
12.8 percent. Projecting for end I960 on this basis we get a national saving rate of 
9.88 percent. 

The SFYP projects for the year 1960—61 a saving rate of 10.7 percent (at 1952—53 
prices) on the basis of a marginal saving rate of some 24 percent for the wliole economy. 
Such a marginal saving rate for ^he whole of the economy is not altogether 
mpossible; but then on this basis our projection for the national saving rate at the 
end of 1960 would be 12.5 percent if we work from a level of 9 percent; and 11.7 
percent if we work from a level of 8 percent national saving! Our assumption about 
the national marginal saving rate seems to be more correct, unless the share of in¬ 
come of the business sector will have altered significantly by 1960. 
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is needed to complete the take-oflF of the Indian economy. It seems reason¬ 
able to assume that the Indian rate of saving has to attain a 15—20 
percent level to make her growth self-sustained ^ The extent of acce¬ 
leration of the rate of saving will decide how quickly the economy could 
be raised from its appallingly low standard. 

Since by and large the low per capita income of the economy does 
not permit much more saving out of the existing income than its present 
level it can be easily so^n that saving out of additional income — the 
incremental or marginal rate of saving (e) — plays the key role in raising 
the rate of saving. • 


2.2 Significance of sectoral marginal saving propensities and sectoral 

shares of the additional national income 

• 

Now, the marginal rate of saving is different in different sectors of the 
economy. Therefore, the marginal rate of saving for the whole economy 
is a weighted average of the sectoral marginal saving rates 3, 

Two factors determine this weighted average marginal rate (e) — the 
sectoral marginal rates and the additional incomes going to the different 
sectors. 

Sectoral marginal saving propensities. We found the value of marginal 
saving propensity for the corporate sector to be 0.8. Even with this 
high marginal saving propensity, the corporate sector will not lift up 
the aggregate marginal saving propensity (e) significantly if we are 
thinking in terms of doubling the national income. 

We do not know the value of marginal paving propensity for the un¬ 
incorporated sector of business (^ 3 ^). In the light of our findings with 
regard to the indirect influence of the size factor on the marginal saving 
propensity of corporations, there can be no a priori objections against 
assuming that the value of holds for also. In that case, this 


1 Cf. P. C. Mahalanobis, “National Income, Investment, and National Develop¬ 
ment” — Sqimnary of Lecture delivered at the National Institute of Sciences of 
India on October 4, 1952 (Off-print received by courtesy of the Indian Statistical 
Institute, Calcutta]f. 

2 Some increase is of course possible through fiscal and monetary measures 
(leaving direct requisitioning out of consideration), buf its scope is rather limited. 

4 ^BcAYbc -f cHuAYbu + crAYr. 


AY 
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sector of the economy — the unincorporated enterprises — can play 
a highly significant role in raising the value of e. 

The marginal saving rate of the government (cq), now that it has 
launched upon programmes of economic development, is likely to 
be high. With a deliberate policy and resoluteness of action, it can be 
pushed upto nearly hundred percent. At any rate, efforts should be di¬ 
rected to maintaining it at least at the same rate as that of the corporate 
sector K Given this effort, the importance c!f the government sector 
comes second to that of the unincorporated business sector 2 . 

It is well known that the marginal saving propensity of the rest of the 
economy (cj^) is little above the zero level. 

Sectoral shares of increased income. Given the sectoral rates of marginal 
saving, it is the relative position of the sectoral shares of additional 
national income that is of decisive importance to the value of the marginal 
saving propensity of the nation (c). It is here that the comparative lar¬ 
geness of the size of the unincorporated enterprises sector assumes 
significance as against the corporate sector. The government sector 
also, provided its marginal saving rate is at least equal to that of the 
business sector, comes above the corporate sector, but it might very 
well come below the unincorporated business sector — the sectoral shares 
of income as percentages of national income being 14 for the unincor¬ 
porated business sector, 8 for the government sector, 2 for the corporate 
sector. True, these are the average shares over the period 1948—55. 
The marginal shares of income of each of these sectors may increase, 
but let us assume for the time being that this Is not likely to disturb 
the proportionality between these sectors significantly. 

Of course, the advantage of large size of the sector of unincorporated 
enterprises may be reduced if its marginal saving rate is much lower 
than that of the corporate sector. Similarly with the government sector. 

Since the influence of the sectoral e (sometimes we shall call it m.s.p.) 

1 A hundred percent marginal government saving can be maintained if all addi¬ 
tional taxes and operating surplus bf government enterprises (and other revenues) 
are diverted to developmental projects. However, additional administrative and other 
demands are sure to arise, fiven an eighty percent level is therefore quite high. 

2 It might conceivably exceed the importance of the unincorporated enterprises 
since it is possible to raise the marginal share of income of the government above 
that of the unincorporated enterprises. 
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operates upon e through the relative share of the given sector in the 
additional income of the nation, it is obvious that the corporate sector 
by itself will not increase the value of the national marginal saving 
propensity (e) despite its high m.s.p. On the other hand even with 
the slightest positive value of m.s.p. for the rest of the economy 
the value of e rises significantly, just because the size of the rest of 
the economy is so very large. But a rise here is the most difficult to 
effect. The position of the unincorporated business sector is the most 
strategic in this respect. Its m.s.p. is likely to be high; and its share of 
the national income is sufficiently large to* influence the national 
m.s.p. significantly. The importance of the government sector probably 
comes only next to it. 

2.3 Sectoral shares of increased income and alternative combinations 
of sectoral values of m.s.p. 

We roughly know the sectoral shares of national income in India. 
If the same relation holds fof increased idcome also, we can calculate 
the values for e (national m.s.p.) with different assumptions about the 
values of the sectoral m.s.p. The rate of saving with the doubling of 
national income is given in each case, since this is of the greatest practical 
consequence. 

Case I 


(Marginal and average shares of income are assumed equal). 


Given: = 2, 

= 14; Yg = 8 ; 

= 76; Y = 

100 . So = 10. 

®Bc 

®Bu 

• 

# 

®R 

.throughout) 

e 

Rate of 
saving if 

Y doubles* 

0.8 

0.8 

* 0 

.128 

.114 

0.8 

,0.8 

0.05 

.170 

.135 

0.8 

0.8 

• 

0.10 

.212 

.156 

0.8 

0.5 

0 

,.086 

.093 

0.8 

0.5 

0.05 

.128 

.114 

o.» 

0.5 

0.10 

.170 

.135 










216 


BUSINESS SAVING IN INDIA 


The assumption of = 0 is not very unrealistic, though a small 
positive value of, say, .05 to .10 might very well obtain. In either case 
the overall saving rate will increase if the value of e is higher than the 
initial rate of saving. The value of a will then be the upper limit, re¬ 
presenting the asymptote to the hyperbolic curve of the rate of saving. 
In case a is lower than the initial saving rate (as when a^^ = .5 and a^ — 0), 
the value of a will simply act as the lower limit. 

In the most favourable of the examples shown above, the rate of saving 
to be attained with the doubling of national income is 15.6 percent, which 
just touches the range of the required rate of saving (of some 15—20 
percent). This result is obtained only by assuming the high m.s.p. of 
80 percent for the unincorporated sector together with 10 percent for 
the rest of the economy. 

In all the other instances the saving rate remains below the required 
level. And with the combination of = .5 and a^ = 0, the national 
m.s.p. falls below the initial saving rate, and as a consequence, the rate 
of aggregate saving also fajls below the initial saving rate when the 
national income is doubled. 

We shall soon see that with a redistribution of income which is in 
favour of the business sector (mainly the unincorporated enterprises) 

— and with special assumptions, also in favour of the government sector 

— the prospect of increasing the saving rate is transformed. 

We are anticipating the question of a change in the sectoral income 
distribution. Let us first consider the case of higher values of aQ —the 
marginal rate of saving by government than that we assumed in Case I. 


We see that the situation improves in Case II. We a^lso notice that to 
attain a saving rate of above 16 percent with the doubling of national 
income, the value of a has to be .23 or higher. This value could be 
attained only if either the values of and are taken respectively 
at .8 and .05 or .5 and .10. If a^ = 0, then the level of 23 percent 
national m.s.p. cannot be reached even if the values of all the other 
sectoral m.s.p. are taken at .8. 
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Case II 

Given: same as in Case I but considering the value of bq == 
Ybc =2, Ybu = 14; Yq - 8; Yr = 76; Y = 100. So = 10. 


®Bc 

®Bu 

eo 

• 

Cr 

e 

Rate of saving 
if Y doubles 


0.8 


0 

,.192 

.146 




0.05 

.230 

.165 





.268 

.184 






.125 





.188 

.144 





.226 

.163 


2,4 Effect of changes in the relative shares of sectoral income 

We shall now consider three more cases which show the results of 
what are in effect different sectoral re-distributions of income. 

Case III illustrates a situation where the share of business income 
becomes 24 percent of the additional national income instead of 16 
percent, while the incremental share of .government income remains 
constant at 8 percent. In Case IV, the incremental share of business 
income is kept cqpstant while that of government income is raised. 
Two sub-cases# are considered. In Case V the incremental shares of 
income of the business sector and the government both increase — in 
sub-case A, proportionally; while in sub-case B, a higher increase in 
the government sector is allowed ^ 


1 The maximum allowed for the government sector is 20 percent of the additional 
national income — Cases IV—B & V-—B. 








218 


BUSINESS SAVING IN INDIA 


Case III 

Given: AY -= 100; AYb^ = 3, AYb„ = 21; AY^ = 8; AYr = 68 . 
Yo = 100; So = 10. 


®Bc 




E 

? if Y doubles 


0.8 

0.05 

0.05 

.230 

.165 


0.8 


0.10 

.268 

.184 

0.8 

0.8 

0.8 

0 

.256 

.178 

0.8 

0.8 

0.8 

0.05 

.290 

.195 

0.8 

0.8 

0.8 

0.10 

.324 

.212 

0.8 

0.5 

0.8 

0 

.193 

.147 

0.8 

0.5 

0.8 

„ 0.05 

.227 

.163 

0.8 

0.5 

00 

d 

0.10 

.261 

.180 


We see that in each example, except for the one with an m.s.p. of 
50 percent for unincorporated enterprises together with a zero m.s.p. 
for the rest of the economy, a doubling of national income raises the 
rate of saving above 16 percent. It is interesting that this is true even if 
the m.s.p of government sector is no more than just 5 percent. With 
the m.s.p. of government sector equal to m.s.p. of corporate sector, 
the value of e is high indeed, and therefore the rate of saving reached 
with the doubling of national income is around 20 percent and higher. 

For the sake of convenience we now consider-fewe; and more probable 
ranges of value for epsilons. 


Case IV-A 

Given: AY = 100; AYbc = 2, AYb^ = 14; AYq = 12; Yr = 72. 
Yo - 100; So = 10. 
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• 

^Bc 

®Bu 


fR 

e 

~ if Y doubles 

0.8 

0.8 

. 0.8 

0 

.224 

.162 

0.8 

0.8 

0.8 

0.05 

.260 

.180 

0.8 

0.5 

0.8 

0 

.182 

.141 

0.8 

0.5 

o.% 

0.05 

.218 

.159 

Case IV-B 



• 


Given: 

As above, 

but AYo 

= 20 and AYr = 64. 


0.8 

0.8 

0.8 

• 

0 

.288 

.194 

0.8 

0.8 

0.8 

ao5 

.320 

.210 

0.8 

0.5 

0.8 

0 

.246 

.173 

0.8 

0.5 

0.8 

Q.05 

.278 

.189 


We see in Case IV-A that with identical assumptions about the sectoral 

S 

values of e, the value of e (and the values of — with a doubled national 

income) is lower in each instance than that in Case III. But in Case 
IV-B, the value of I is in each instance higher than its counterpart in 
Case 111. 

Case V-A 

• , 

Given: AY = 100; AYbc = 3, AY^y = 21; AYq = 12; AYr = 64. 
Yo = 100; So = 
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Case V-B 

Given: as above, but AYq = 20 and AY|^ = 56. 


®Bc 

«Bu 



e 

®/y if Y doubles 

0.8 

0.8 

0.8 

0 

.352 

.226 

0.8 

0.8 

0.8 

0.05 

.380 

.240 

0.8 

0.5 

0.8 

0 

.289 

.195 

0.8 

0.5 

0.8 

0.05 

.317 

.209 


V-A illustrates a proportional shift of income in favour of Yg and 
Yq. An interesting comparison arises with case IV-B. In both, A Yj^ is the 
same and therefore, so long as each of , and bq has the same value 

(0.8), the value of e is also the same. If, however, the value of is 
assumed lower (say, 0.5), the resultant value of e in V-A is lower than 
that in IV-B because AYpu is assumed to be more than AYq (whereas 
in IV-B it is less than AYq). 

In Case V-B, each of the instances naturally shows the highest value for 
the corresponding instance in all the other cases. 

2,5 Choice between business sector and general government sector 

If we were to go by the mechanical result alone, the question of a 
choice would not pose itself. Case V-B shows the highest national m.s.p. 
and therefore it would be the most preferable of the cases cited *. 

The problem of choice arises because the increases in the marginal 
incomes of the business sector and the government-sector are not inde¬ 
pendent of each other. The assumed shares of 24 and 20 percent of 
additional national income for the business and th^ government sectors 
respectively may not lie beyond the pale of possibility, but it is extremely 
difficult to realise such a high marginal share of income for the govern¬ 
ment sector while allowing as high as 24 percent of the additional national 

I As high or higher national marginal saving propensities could be reached by 
allowing higher marginal shares of national income for the business sector, but 
since a development in that direction is the least likely in India, no such examnles 
have been shown. 
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income to the business sector. In any case, the competitive nature 
of tfie two sectors with respect to their marginal share of national income 
should be understood. And this can be best exemplified if we take Case 
IV-B and Case V-A as the two types of alternatives, because in the former 
a high value of AYq is assumed together with a low value of AYg, 
while in the latter (Case V-A) moderate values are assumed for both 
AYq and AYg. 

Now, if the m.s.p. of the business sector including the unincorporated 
enterprises, as well as of the general government sector is the same (say, 
0 .8), then purely for the mechanics of increasing the rate of national 
saving, it is a matter of indifference whether the marginal share of income 
of general government alone rises or there is a proportional rise in the 
shares of business income and government income. But if the m.s.p. 
of the unincorporated enterprises iseassumed to be lower than that of the 
general government sector, then a proportional rise in the shares of 
business income and general government income will give a saving rate, 
in the particular instances cited, which is lower than the one in the case 
where the relative share of tlie government ^share alone rises sharply, 
as in Case IV-B K 

This may lend support to the choice of increasing the share of income 
of the general government sector sufficiently, even keeping that of the 
business sector constant. But we must enter a caveat. The choice will 
be correct on an important supposition. We supposed that government 
can invest in projects of economic development nearly all of its additional 
income. But unlike the marginal saving propensities of the private sector, 
the marginal saving oi the government sector is the result of a direct 
decision of one single institution — i.e. the government itself. It is not 
the result of the free play of economic forces. Now, whether the addi¬ 
tional income ir>the hands of the government will continue to be invested^ 
year after year will depend»upon the single-mindedness of the government 
and the continuity its* decisions. If there is the slightest doubt that 
the government might find it difficult to resist demands for higher ad¬ 
ministrative expenditure, social amenities and conspicuous spending, 
a compromise Case like the one given in V-A is much safer. It may be 

1 The reason is that in Case V-A the relative share of income of the unincorporated 
bi^iness sector is much higher than that of the general government sector, and vice 
versa in Case IV-B. * 
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less risky to distribute the eggs that may hatch into productive chickens 
in separate baskets. 

A further rationale to this choice is to be provided in the next section 
also. 

The question whether the government should enlarge the sphere of 
industrial investment and internally finance the expansion of this sphere 
to the maximum extent is quite a different matter from expansion out 
of general revenues. It will be treated in Section 4. 

2.6 Choice between corporate sector and unincorporated business sector 

From the point of view of increasing the saving rate of the country, 
the unincorporated enterprises sector is much more important than the 
corporate sector mainly because of«the relative largeness of its size i. 

There can be no question of an exclusive choice between the two 
sub-sectors of the business sector. But where it is a question of placing the 
accent on one or the other in the scheme of Indian development plan¬ 
ning, the unincorporated enterprises deserve a greater share of attention 
because of its size, spread and (almost certainly) high marginal saving 
propensity. 

It must be recalled, however, that the largest part of the unincorporated 
sector — the category of employers and independents belonging to 
“other commerce” — are mostly traders. An expansion of their activity 
should be linked up with the attention already being paid by the Indian 
government to the category of “small enterprises”. The aggregate income 
of these small enterprises comes very close to t]ie aggregate income of 
the employers and independents belonging to “other commerce”. 
But the per capita income of the small enterprises is too low to be con¬ 
sidered relevant to saving. We therefore excluded this ^jroup from our 
definition of unincorporated enterprises. On the other hand, the category 
of the “small enterprises” may very well prove relevant to the question 
of marginal saving. The rate of its marginal saving is likely to be low 
but well above the national saving rate; and with appropriate incentive 

1 This is pretty obvious, pie influence on the national saving rate has been stressed 
in section 1 above. The preference with respect to increasing the rate of saving has 
more arguments behind it than is apparent. An important argument is the capital 
investment needed. 
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measures it can be pushed up. Thus, this sector may also be expected ’ 
to mise the value of e and help to raise the national saving rate to some 
extent. The Second Five Year Plan includes the development of these 
small enterprises. Its main objective is to secure more employment. 
The whole of our unincorporated enterprises sector is labour-intensive 
like the “small enterprises”. With a thorough investigation of the finan¬ 
cial conditions and practices of the proprietors belonging to the unin¬ 
corporated enterprises ^ctor as well as to the “small enterprises”, 
a more integrated rationale than a mere employment objective could 
be provided to action on this front. Besides the saving and employment 
potentials, the unincorporated enterprises together with the “small 
enterprises” are fairly diversified and enjoy a widespread distribution 
throughout the country. Thus ah expansion and a regeneration of this 
sector might very well provide t^e leverage by which the standards 
of the entire economy could be transformed. (To be sure, agriculture 
has to be transformed, but judging by its low saving propensities, it 
does not provide the leverage.) - 

Furthermore, it might be argued that once it is established that the 
unincorporated enterprises possess a high marginal saving propensity, 
even a deliberate policy of redistributing the national income in favour 
of the unincorporated enterprises sector by encouraging full scope for 
its expansion will help to raise the national saving rate quickly. More¬ 
over, it is not likely to increase the inequalities of income distribution — 
it is more likely to level up at the intermediate range of income, which 
may not offend against the Indian idea of achieving a socialistic pattern 
of society in its transitional phase. 

3. THE BROADER SETTING OF THE CORPORATE SECTOR — 

, A MODIFICATION 

f • 

In Sections 1 and 2 aboye we have been dealing with the relative im¬ 
portance of the ccfrporaie sector, unincorporated enterprises sector, 
the general government sector and the rest of the economy with respect 
to nationahsaving. The conclusion emerged that in this respect the cor¬ 
porate sector relatively unimportant Inspite of its high rate of re¬ 
tention and very high rate of marginal saving. Jt must not be inferred, 
however, that on wider considerations also the corporate sector is un- 
impoTtsini. » 
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If it is granted that industrialization of the low-income countries 
— particularly of a large country like India with her varied natjral 
resources — requires literally the creation of a large industrial base of 
the modem type ^ then the importance of the corporate sector be¬ 
comes evident at once. Within the modern sector, corporate business 
occupies a substantial place and plays an important role. 

We found that in terms of net productive capital the corporate sector 
constituted nearly 50 percent of the modern^ sector. A sharp change 
in the relative position took place during 1950—55 mainly because 
of the increased governmental investment activities and the state of 
suspended animation of the modem private sector. By 1955 the share 
of the corporate sector came down to some 35 percent of the modem 
sector. Over the years 1956—60, a period of still more accelerated deve¬ 
lopment, the relative position of the corporate sector remains substanti- 

1 The third essential component in the structure of the “take-off** in Prof. Rostow*s 
conception. The other two are the supply ,pf loanable funds and entrepreneurship. 
The industrial sector is called the leading sector comprising the primary, the supple¬ 
mentary and the derived growth sectors. See W. W. Rostow, “The Take-off into Self- 
sustained Growth,” Economic Journal, March 1956, pp. 38—44. 

2 For a large country like India, the case for having a large (and balanced) industrial 
base needs hardly any arguments. 

The transition in our arguments from the objective of raising the per capita income 
to the question of creating industrial enterprises which we would like to call industriali¬ 
zation leaves a gap which we may as well fill up here. 

The term ‘industrialization* has been defined variously and much refinement has 
been introduced. Quite apart from the sociological interpretation of a cognizable 
change in the total social milieu, economists also tend to emphasize the “complex 
of interrelated processes governing the level and movement of output*’ (J. J. Spengler, 
“Economic Factors in the Development of Densely Populated Areas”, Proceedings 
of the American Philosophical Society — Held at Philadelphia for Promoting Useful 
Knowledge, Vol. 95, No. 1, February 13, 1951, p. ZOn). The tendency is to shift the 
emphasis from creating modern industries to just increasing the per capita income 
which alone is considered sufficient to define ‘industrialization* and is sought to be 
cultivated among the new generation of economists.^ 

However, for the low-income countries, the simple relation oetween raising the level 
of income and the creation of modem industry has to be grasped without denying the 
existence of complexities. 

The crude meaning of industrialization is the building of a sustained body of in¬ 
dustry — industry meaning particularly the large-scale factory industry of the modem 
type. The level of output accompanies — even follows. A clear grasp of this rather 
crude fact is necessary. After all, no mysticism attaches to the concept of industriali¬ 
zation. It augurs well that the planners of India have not missed this fact of funda¬ 
mental importance to their action, however rough and crude it might be. 



CONCLUSIONS 


225 


ally the same. This means that the corporate sector has found a fuller 
play# 

India has not completed her take-off; but her attempts are fast leading 
towards it. Paraphrasing Rostow we might say that the corporate sector 
has provided a great deal of the pre-take-off base. The primary growth 
sectors are now being provided principally by the state, but the corporate 
sector has also contributed a substantial part. 

With its narrow base U has alone provided the supplementary and 
the derived growth sectors so far. 

It has provided the nucleus of a school of e^atrepreneurship, however 
small. 

And most of the expansion of this sector finances itself. This fact is 
particularly important in the context of the rapid development that 
is being attempted. ^ 

A policy of discriminate encouragement and containment may have 
to be pursued by a government which tries to steer towards the country’s 
goal of socialism. In this respect^ a knowledge of the industrywise 
marginal saving propensities such as we have found only for an illustrative 
group of industries might provide one of the important criteria to be 
taken into account. 

4. PRIVATE VERSUS PUBLIC SECTOR: A PLEA 
FOR A “PERFORMANCE TEST” 

In the context of the development of low-income countries the 
question of private and public fields of industrial enterprise i is hardly 
debated as “either ... or” alternatives. What is argued more frequently 
is the question of a proper delimitation of the sphere of the public 
sector. However, any economic argument on the question seems to cut 
both ways. ^ * 

If we say that the state sliould limit itself to those fields of investment* 
which are in the nature of social overheads, the economic argument would 
be valid only when it can be shown that private enterprise is more efficient 
in effecting quick economic growth ^ Let us take the most fundamental 
1 

' Other criteria of judgment are possible, e.g., productivity, economic use of 
resources, etc., on all of which it is possible to make tde public sector as efficient 
as the private sector. We are taking up the argument of saving because at first sight 
it appears to be highly unfavourable to the public ^sector. 


15 
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growth factor, saving. We showed in Table 23 that in India the two 
sectors were about equal in 1950, but by 1955 the public sector 
became nearly double the size of the private sector. And yet, what 
saving performance do the two sectors show? 

Company savings during 1948—55 amounted to Rs 307 crores whereas 
the operating surplus of government enterprises amounted to Rs 253 
crores, which can be assumed to have been re-invested (the amount is of 
course consolidated in the general bugdet, but budgetary saving has been 
much larger, and the amount invested larger still). The comparison does 
not end here. If we coiuiider savings out of dividends, savings out of 
company profits must have been at least 420 crores ^ 

Thus it seems that the expansion of the private sector is largely self¬ 
generated whereas the expansion of the public sector is based on the sacri¬ 
fices of the community. But it would be hasty to draw such a conclusion. 
The benefits of investments in the public sector are mostly in the 
nature of social overheads and these have to be appraised by some other 
measures, such as, for example, tho- national income test 2. 

It must be noted that it is precisely orr the question of the ability of 
the public sector to sustain a self-generated expansion that some econo¬ 
mists in India have urged the government to enter the field of consumers’ 
goods industries. The argument is that the benefits of the public enter¬ 
prises are reaped by the private industries. Public enterprises themselves 
should reap these benefits and increase their profits and reinvest¬ 
ment 

We think that this is a question which is always decided on extra- 
economic considerations. The economist can, however, prescribe 
economic norms by which the performance of the public sector can be 
judged in order that higher levels of performance are achieved. 

1 Dividend 307 x 6 O /40 = 460.5. Assuming at least 25 % dividend saved, 

we have Rs. 115. Thus 307 + 115 = 422. 

2 This is a method at a preliminary stage of developtnent at the Netherlands 
Economic Institute (Division of Balanced International Growth) under the direct 
inspiration of Prof. J. Tinbergen. See the Institute's publications (1) Subsidies and 
the substitution of labour for capital (mimeographed, January 1956)J and (2) The 
appraisal of investment projects (mimeographed, March 1958). The concept is intro¬ 
duced by Tinbergen in his report to the International Bank, The Design of Development 
(John Hopkin's Press, Baltimore 1958), Annex V—3. 

3 See Prof. K. N. Raj, **Model-making and the Second Plan”, Economic Weekly 
(Bombay), January 26, 1955, p, 107. 
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A continuous study of the type indicated in paragraphs (4) and (5) * 
in iftction 6 below could provide a basis for comparing the performance , 
of the two sectors in similar types of enterprises. Where the same type 
of enterprise does not exist in the private sector within the country, 
comparison can be made with the performance of firms of foreign 
countries. 

Such a continuous comparison would offer a code of constructive 
criticism by which any tendency to neglect the question of cost reduction 
(maximum economy in production) could be counteracted. In private 
industry, competition provides the most effective criticism. It is the spur 
under which constant cost reduction is achieved by private industry which 
has not yet become monopolistic. But cost reduction is not impossible 
to achieve under different systems of criticism. One such has been 
suggested above. In the Indian case«it might perhaps be wise to introduce 
an element of competition between the public sector and the private 
sector. The challenge of exchange stringency, at any rate, induces the 
response of competition for the e>^ort mq^ket even on the part of state 
enterprises. It is a new opportunity. Whethej the Government of India 
will only encourage the private sector to enter the foreign market, or 
enter the field themselves where expansion seems to be the most promising 
remains to be seen. 

One thing is certain. Maximisation of profit (operating surplus) 
with the principle of systematic cost reduction, and internal financing 
of expansion to the maximum are desiderata for state enterprises also. 
By introducing “also” we are anticipating the subject-matter of the next 
paragraph on internal financing versus gxternal financing. We shall 
there see that there are conceivable situations in which too much internal 
financing by companies in the private sector may be uncongenial to 
the growth of gn economy. But this is mostly not true for the newlj^ 
industrializing countries, •in either the private or the public sector. 

5. ON (JORPORATE PROFIT RETENTION: INTERNAL VERSUS 
EXTERNAL FINANCING 

The question of corporate profit retention Jias two policy aspects. 
One is the corporations’ own policy and the other is the government’s 
pfllicy towards corporate profit retention. • 
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We have seen that corporations have maintained a fairly high retention 
policy during the postwar period studied. The average rate of 40 perfient 
of profit after tax might not look high enough, but when we consider 
the rate of internal financing of expansion we find that an average of 
62 percent of capital expansion was financed out of internal savings 
(retained profits). And this is quite high. 

Let us pass on to the government’s attitude and policy. The Government 
of India had a variable policy up to 1950-T-51. After the partition 
of the country into India and Pakistan, government taxation policy 
gradually veered round to’an incentive taxation from a heavily disincen¬ 
tive taxation outlined by the pre-partition Finance Minister, Mr. Liaqat- 
Ali Khan K General uncertainties prevailed in the business quarters 
for quite some time when there was talk of indiscriminate nationali¬ 
sation. The government tried to bring back confidence by a series of 
measures. An Industrial Policy was announced in 1948 to remove un¬ 
certainties about the future. Further attempts to revive confidence among 
business circles were made by seeking wO lighten the tax burden on private 
industry 2. Liberal depreciation provisions and relief in supertax and 
corporation tax were granted. From 1951—52 onward a more stable 
and purposive taxation policy was adopted keeping a long-term develop¬ 
mental policy in view, A slight increase in corporation tax was intro¬ 
duced, but rebates on retained profits and liberal provision for depreci¬ 
ation were granted. Vague platitudes of earlier days were replaced by 
a refreshing air of practical decisions. 

At the same time the First Five Year Plan castigated company saving 
in the form of retained profits as a thing which increases monopoly 
control The implication is that profit retention, and therefore internal 
financing, is a bad thing. 

Now this is very typical of a confused, a kind of echo-tanking. Where 
oligopolistic control is strongly entrenched, external financing by resort 
to the capital market does not make any very great difference in the power 
of oligopolistic control over industry, because in a country like India 
the capital market itself is highly circumscribed by the limlced size of 
the investing public. It perhaps does not make a great difference to the 

1 M. H. Gopal, op. cii.. Chapters II and III. 

2 Loc. cit. 

3 FFYP, p. 41. 
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chances of starting new business by other entrepreneurs by raising 
funcis from the capital market even if the big firms distributed more 
out of their profits because of the peculiarity of the capital market in 
India. In a country like U.K. or the U.SA. it might make a difference 
because the class of investing public is large and relatively diffused. 
When profits are not distributed to shareholders who are always willing 
to re-invest elsewhere, it means that investment in new channels is thwar¬ 
ted, thus introducing am element of rigidity in the industrial structure 
of the economy, making new entry in ever newer fields of production 
(or introduction of new technique) difficult. T'his has been the typical 
situation in postwar Britain. It is only in such a context that we see the 
baneful effects of excessive internal financing. But the social background 
is important. In U.K., a large distribution may mean a wide choice of 
re-investment because of the existewce of a large investing public. Think 
of the effect of a very large distribution in India. Half of the distributed 
profits will go back to company holdings (largely controlled by managing 
agents). One fourth would probably go to^ class of share holders whose 
propensity to consume is acute, and another fourth go to a class of 
shareholders who may have the habit of investing. The oligopolistic 
control is not affected. To gain a doubtful freedom of investment for 
receivers of one-fourth of the dividends, we lose one-fourth of our 
savings to consumption K Let us recall that the average rate of corporate 
saving is high, but by no standards excessive. 

Issues should be judged in this rational way. Instead, we have only 
echoed things we faintly heard said in the spate of anti-trust movement, 
at the Temporary National Economic Copimittee in the United States. 
Dr. Altman (Temporary National Economic Committee Monograph 
no. 37) 2 showed tljfit during the thirties many large corporations under¬ 
took large-scal| expansions which were met completely out of interna] 
funds. Has anybody stopped to assess its beneficial anti-cyclical 
effect? * 

1 The ai^gument used by us applies to short- or medium-term periods — only 
which, after all, are of direct relevance to the immediate problems. In the long run of 
course a liberal distribution policy might help the capital market to expand so that 
entry of new firms is facilitated, provided that in thi% long run, investment habits 
grow among the public. There is no such guarantee, however. 

^ Oscar L. Altman, Saving, Investment and National Income, T.N.E.C. (Mono¬ 
graph no. 37) 
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Our arguments are not offered as apologies for monopoly capitalism. 

, If monopoly has to be checked, by all means we should use all the 
appropriate measures suited to that purpose. But we should first make 
sure of all the effects of these measures on national welfare. 

To sum up. We have shown that: 

(i) internal financing is not an evil in itself. For a correct appraisal of 
its effect on the growth of national income, the social and institutional back¬ 
ground has to be taken into account, (ii) Tb^re is a strong case for 
allowing a normal rate of expansion to be met out of retained profits 
(the expansion requirement of Chapter 6). We have to add: (iii) that in 
a country like India at the present stage of development a high rate of 
profit retention and internal financing is desirable because the maximi¬ 
sation of saving and capital formation which can be achieved in this 
way serves the most critical need of*the hour. It is gratifying that the 
Taxation Enquiry Commission did much to foster this attitude, (iv) 
Where comparable conditions ^ exist, public enterprises should also be 
expected to internally finance, their ejl'pansion to a comparable extent K 
Once this principle is recognised, the question of decisions in the case of 
departmental enterprises becomes purely a question of administrative 
adjustment, which it will not be difficult to make. 

The question of expansion of the corporate sector has been already 
commended. We have tried to show that so long as the modern sector 
expands it is a matter of relative indifference from the purely economic 
point of view as to through what means it expands. With socialistic 
goals it is obvious that the prime role will be given to the public sector. 
The Indian government is nevertheless allowing^ quite a high rate of 
expansion to the (private) corporate sector. The question is of judiciously 
choosing the types of industries. Our study indicates some of the desirable 
lines from the point of view of higher saving propensity. Other considera¬ 
tions of planned priority like foreign exchange requirements, capital 
requirement, income-effect and employment-effecr of the choice of 
investments, etc., will naturally have to be taken into account. Consistent 
with these considerations, an expansion of the corporate sector, when 
judiciously chosen, will conduce to the growth of the ecoftomy by giving 
play to its naturally high* saving propensity. 


1 Comparable to the same type of industry in the private sector. 
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6. SUGGESTIONS FOR COOPERATIVE RESEARCH AND 
t FURTHER INVESTIGATION 

We put forward the following major suggestions about research and 
collection of basic statistics concerning the study of business saving 
that emerge from our study : 

(1) * Investigation and collection of data on the same subject by 
several agencies are useftil when the findings of these several agencies 
are used as checks and counter-checks. Perhaps the All-India Sample 
Survey is trying to check its results in the li^t of the findings of the 
RBI-Rural Credit Survey, but the authors of DWP estimate of capital 
formation did not seem to use the RBl-RCS material as a counter- 
check. This method of research and estimate should be corrected. 

(2) A detailed study of the dnancial practices of the proprietors 
of unincorporated enterprises is very necessary. Private informations seem 
to indicate that All-India Sample §urvey (AISS) which had previously 
collected data only on the expenditure sid^, is now paying attention to 
the collection of income data also. An intensive survey of both these 
types of data especially for the proprietary class of people is important 
for policy guidance as well as for academic research. 

(3) Special surveys of the financial practices of the dividend-receiving 
people by income grading should be undertaken. This would help in 
correctly appraising the effect of distribution of profits on the capital 
formation of the country. 

(4) The Reserve Bank of India has beguft an extremely useful work on 
company finances. However, this is restricted to the large companies 
only. It is necessaiy to conduct similar investigations of corporate 
finances by diflirent size classes. A separate coverage on the latter* 
lines for private co^^pani^s is also desirable. 

(5) A full study of the financial practice and performance of public 
enterprises *of all categories — departmental enterprises, companies 
registered under*the ordinary Companies Act (public as well as private 
limited liability companies) and public corporations should be under¬ 
taken. This would enable a comparison of their performance which 
mijht help to remove many cases of inefficiency. 



232 


BUSINESS SAVING IN INDIA 


7. MAIN FINDINGS FROM ANALYSIS OF THE DATA ^ 

The investigations in Chapters 3—6 have covered a rather wide field. 
In many cases they have merely indicated the need for a much more 
thorough institutional rather than individual research before firm con¬ 
clusions can be drawn. However, from the present study itself important 
policy conclusions with regard to the corporate and the unincorporated 
sectors of business have been drawn above in §^7.2—5. Important sugges¬ 
tions for research and investigations emerging from our study have 
also been enumerated. We now propose to end by giving a summary 
rehash of the major findings connected with the question of saving and 
related matters that follow from an analysis of the data which we subjected 
to our study: 

(1) If our assumptions about the saving-income ratio of the un¬ 
incorporated enterprises are realistic, business saving constitutes nearly 
half of the total national saving of India. 

(2) Savings of unincorporated enterprises then constitute the bulk of 
business savings. 

(3) Corporations occupy an extremely small sector of the economy. 
As a result, they contribute a very small share to the pool of national 
saving. This share of saving is double the share of corporate profits to 
national income, indicating a fairly high rate of corporate saving (some 
40 percent of net profit). 

(4) Our investigation suggests that the national saving-income ratio 

was higher than that assumed in the Second Five Year Plan ^: The 
target of the Second Five Year Plan which was s^t at 9 percent on an 
average during the plan-period 2 had probably been already achieved 
during the preceding period 3. '* 


1 The planners in India seem to have been cautious in view of the prevailing 
(Western?) notion that very low sa zings arc associated with the low income of the 
“underdeveloped” countries. 

2 See P. C. Mahalanobis, “The Approach of Operational Research to Planning 
in India”, op. cit.^ p. 28. The rate of 10.7 percent that is shown in the official Second 
Five Year Plan (summary, p. 5) seems to be an cnd-of-thc-period estimate. 

3 See Table 28, supra, p. 114. 
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(5) Average profitability in India is not generally higher than in 
some of the capital exporting countries. But in certain specific lines^ 
of business -it is probably more profitable, and it is generally on these 
that foreign investments are concentrated. 

(6) Between profitability and corporate saving the only relation that 
is (Conclusively observed is that of a parallel movement. The upper 
limit to saving is of course set by the level of profits, but neither the 
differences in the level of profit nor the differences in the rate of profit 
directly govern the differences in the level o^ in the rate of saving. 

(7) Judging by the postwar practice of profit-retention in several 
countries it is found that the postwar rate of corporate saving in India 
is much lower than that in the U.K. and the Netherlands. It is perhaps 
only slightly lower than that in^the U.S.A. But the Indian rate — some 
40 percent of net profit — is by no means low. 

(8) Corporate marginal propensity to save in postwar India is very 
high — higher than that imsome of the* high-income countries. 

Theoretical explanations of findings (6)*— (8) have already been 
attempted in the text. There is no need to repeat them here. 

(9) A major conclusion emerging from finding (8) has been drawn. It 
is this: In drawing up their plan of development the planners in India 
have taken into account the investment requirements, income and 
employment effects of developmental projects in the various sectors. 
It is urged that the saving effect (the marginal saving propensity) of 
the choice of investment may be integrated into the frame of planning. 
In this context, the saving effect of the unincorporated enterprises 
appears to be of vgfy great importance. 

(10) From*finding (7^ and certain other grounds it has been con¬ 
cluded that in tbe coptext of developmental requirements internal 
financing should not only not be discouraged, but it be adopted as the 
‘‘performance test” for the public enterprises also. 
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Appendix I 

A note on the method of estimating the proportion of business carried on 
by the 750 companies covered by the Reserve Bank study and the 492 
companies covered by the Taxation Enquiry Commission's study 

(Refer to Table 2) 

INTRODUCTORY REMARKS i 

For a very rough calculation, the first method that comes to mind 
is to use the data on paid-up capital. However the raising ratio obtained 
by means of the criterion cannot be an accurate measure of the size 
of business as represented, for instance, by the total capital employed. 
The discrepancy comes chiefly from the composition of the company 
sector and from the peculiarity of one^of the constituents of the sector: 
The company sector consists of the public limited companies and the 
private limited companies. It was found by the TEC that the paid-up 
capital method exaggerates the proportion of total business represented 
by private companies. The RBI attaches great significance to this fact, 
and has been trying to determine the exact proportion of the total 
Indian business of the company sector (excluding financial companies) 
covered by its sample companies. 

The Department of Research and Statistics of the Reserve Bank of 
India tentatively arrives at the proportions of .53 for the RBI sample 
and .40 for the TEC sample. In the following note specially drawn up 
for our use, it is explained why a refined approach «ihould be made to 
tbe estimating of the proportions of RBI and TEC sample companies, 
and estimates of these proportions are worked out. It is to be emphasised 
that these estimates relate to single-year proportions only (1953 for 

1 We have great pleasure to acknowledge that while trying out various methods 
of obtaining a suitable raising ratio for stepping up the data relating to saving, in¬ 
come, total capital, etc. of the RBI and the TEC sample companies to cover the whole 
company sector, we received the fullest cooperation of the Department of Research 
and Statistics of the Reserve Bank of India. We also received the unfailing attention 
and courtesy of its Director, Dr. N. S. R. Sastry, who kindly answered all the queries 
we made in the course of our research. 
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RBI sample and 1951—52 for TEC sample). Further, the estimate of 
the proportion for the TEC sample is even more tentative than that of 
the RBI sample. 


THE NOTE 

It is well known that the relationship between paid-up capital and 
total business varies considerably between public limited and private 
limited companies. Henc^ it is not appropriate to make use of the ratio 
of these two factors obtained from public limited companies to make 
estimates for private limited companies. In this connection, a reference 
may be made to para 61 on page 132 of the Taxation Enquiry Commission’s 
Report, Vol. I. It will be seen that the manufacturing business of private 
limited companies is substantially lower than that indicated by the pro¬ 
portion of their paid-up capital ^ ^It may be noted that the TEC has 
used the criterion only to make estimates of capital formation for all 
public limited companies and the estimates on page 113 (Vol. I) of 
the Report do not cover private fimited companies. Thus we have to 
follow an entirely different method for detertnining the proportion for 
the 750 companies in relation to the entire company sector which in¬ 
cludes private companies also. 

According to the Census of Manufactures for the year 1953, which 
pertains to manufacturing companies alone, the following figures indicate 
the volume of business of the private companies expressed as percen¬ 
tages of totals for public and private companies in India :- 

(Percentage) 

FixeS Capital ’ 21.1 

Working Capital 14.7 

T®tal Capital Employed 17.6 

^ Gross Output 17.2 

Among the items^indidhted above, total capital employed (net fixed 
capital and working capital) should be regarded as a somewhat accurate 
indicator ot* the proportion of business. 'If^hus a very reasonable estimate 
of the volume t)f manufacturing business of private limited manufac- 

• 

1 On this account, the 750 public limited companies actually account for a larger 
proportion of the company sector than what would be the case if paid-up capital were 
used for determining the proportion. 
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turing companies would be 17.6% of the total business of all the manu¬ 
facturing companies. The ratio indicated by gross output is also more 
or less the same. The TEC Report gives industry-wise breakup of private 
and public limited companies for non-manufacturing sectors also. 
For both manufacturing and non-manufacturing sectors together (ex¬ 
cluding all financial companies), the paid-up capital of private limited 
companies formed 28.3 % of the totals for all public and private limited 
companies. However, the TEC Report has revealed that such proporti¬ 
ons indicated by paid-up capital have considerable upward bias in favour 
of private limited companies as the volume of their business is substanti¬ 
ally lower than what is indicated by the size of their paid-up capital. 
It would thus appear that the proportion of business of non-financial 
private limited companies would be higher than 17.6% but substantially 
lower than 28.3% when both manifacturing and the remaining non- 
financial companies are considered together. On these considerations, 
we have presumed that the private limited companies account for 20% 
of the business of all companies (excluding all financial institutions). 

The total capital employed (the value of total assets net) of all the 
750 companies covered by our study of Company Finances amounted 
to Rs. 1010 crores in 1953. As these companies formed two-thirds of the 
public limited sector on the basis of paid-up capital, the total for the 
public limited sector would be Rs. 1515 crores. On the basis of proportion 
of 20% for private limited companies, the total for private and public 
limited companies would be Rs. 1894 crores. Thus the total assets of 
the 750 companies, i.e., Rs. 1010 crores would constitute about 53% 
of the total net assets of all public and priiate limited companies 
together i. 

A rough estimate of the coveragei<40%) indicated with regard to the 
492 companies included in the TEC’s study has been axrived at in the 
following manner. If from the classification'of paid-up capital shown 
in the TEC Report, Vol. I, page 105, banks,-insurance companies, in¬ 
vestment companies and other financial companies are removed, it will 
be seen that the paid-up capital of the remaining compani& would be 
Rs. 527 crores in the public limited sector and Rs. 207 crores in the pri- 

1 If available, total assets (net) should be regarded a more dependable indicator 
of proportions than paid-up capital. 
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vate limited companies sector. It is assumed that in respect of the private 
limited companies the proportion of business will be half of what is 
indicated by their paid-up capital. This is only a conjecture but it would 
appear from the percentages shown in table 21, on page 132 of the TEC 
Report, Vol. I, that in respect of manufacturing companies alone, it 
would be even less than half ^. We have taken it as 50 % on the presumpt¬ 
ion tnat the ratio may be higher in the case of non-manufacturing com¬ 
panies. On this basis, thjp proportion of business between private and 
public limited companies sector during the period covered by the TEC 
study would be 527:103. The coverage of the 492 companies, the paid-up 
capital of which amounted to Rs. 252 crores will be 252:630 or 40 
percent. 

In recent years, on account of the relatively higher growth in the 
number and paid-up capital of private limited companies as compared 
to the corresponding growth of public limited companies, the share 
of the former in the total has increased. Our estimates show that the 
business of private limited companies has^increased to one-fifth of the 
total of the company sector compared to one-sixth during the period 
covered by the TEC Report. 

In the entire discussion above, branches of foreign companies have 
not been taken into account; the discussion relates exclusively to com¬ 
panies registered in India. All financial institutions are excluded from 
the purview of the discussion and the term “non-manufacturing” has 
been used to indicate only non-manufacturing non-financial companies. 

If by making use of the two proportions (53% and 40%) estimates 
of profits and dividends in the entire company sector are worked out 
for the year 1951 based on both the sets of data, it will be seen that the 
figures show very close agreement.* 


I A study of the relvltion bttween paid-up capital on the one hand and profits and 
capital formation on the other in respect of private limited companies {vide paras 
62 to 66, pages 133—35, TEC Report, Vol. I) and public limited companies also reveals 
that the business of manufacturing private limited companies is substantially lower 
than even half the^ proportion indicated by their paid-up capital. 
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Appendix II 

Determination of savings of financial companies 

•i 

(Refer to Table 2) 

A. First of all, we determine the ratio of paid-up capital of financial 
companies to the paid-up capital of all companies. 


{All amounts in Rs crores) 

1. Total paid-up capital of all companies 855.8 (Source: Statistical Abstract) 

2. Do Banks & Insurance 83.7 (Statistical Abstract) 

3. Do Investment Companies 26.7 (TEC Report. Vol. 1 Statement II) 

4. (2) +(3) 110.4 

5. (4) as %of(l) 12.9% 

This percentage is relevant only when applied to Estimate I to arrive 
at the savings of financial companies. jBut we have applied it to the savings 
of all companies excluding financial companies (Estimate II). The resul¬ 
ting error slightly under-eatimates the magnitudes. We have not revised 
the figures in the text as the error was detected after the printing was 
over. Comparative figures arc worked out at the end of this appendix. 

B. If we want to operate with Estimate II the ratio will have to be 
differently determined. 

The total of Rs 855.8 crores includes financial companies. However, 
we have to determine the ratio of the paid-up capital of financial com¬ 
panies to the paid-up capital of all companies excluding financial com¬ 
panies. 

Therefore the relevant total is Rs crores (855.8— 110.4) = 754.4. 

• The appropriate ratio is therefore 14.8 % which gives tlie raising factor 
appropriate to Estimate IL 

100 

Estimate III (b) which is arrived at by the formula Estimate II x — 

^ 87 

100 

may be compared with the result of Estimate II x — as follows: 

« 85 
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100 

Est. 11 X- 

87 

= Est. Ill (b) 


35.32 

26.70 

46.13 

12.97 

30.54 

49.«2 

14.25 

27.17 

35.95 

59.28 


100 

Est. II X- 

85 


36.15 

27.33 

47.21 

13.27 

31.26 

50.99 

14.59 

27.81 

36.80 

60.67 


We thus have the consolation that the estimate presented in Table 2 
in the last two columns (5a and 56) are slight under-estimates and not 
over-estimates. 


Appendix ///» 

Calculation of clandestine transfer of Indian funds 
abroad through trade channels 

(Refer to Table 4) 

Dr. Rangnekar {op. cit., p. 222) gives the estimate of “concealed 
holding of international assets” for the years 1948—49 to 1951—52. 
The method of financing these international holdings is the under¬ 
valuation of private export invoices and overvaluation of private import 
invoices — estimated at 5 percent (j^ee Rangnekar, op. cit.y pp. 220—21) 
of the values of private exports and imports. 

We treat the resulting?, sums as funds illicitly transferred abroad. 

There are difficulties in obtaining information about the total value 
of private exports and imports since the Accounts Relating to the Foreign 
(Sea^ Air and Land) Trade and Navigation of India do not give separate 
break-down for Government ^ We take it that Dr. Rangnekar has made 
allowance for the item. This is confirmed by the following 

1 ‘Imports and Exports of Government Stores were dealt with separately upto 
March. 1948. The separate registration of these stores has since been discontinued 
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(Amounts in Rs crores) 


Year 

Import and export 

5% of (1) 

Rangnekar's 

(2)-(3) 

(4) as 


excluding treasures 


figure 


%of(2) 


(1) 

(2) 

(3) 

(4) 

(5) 

1948—49 

946 

47 

39 

8 


1949—50 

1,086 

55 

43 

12 


1950—51 

1,150 

58 

49 

9 


1951—52 

1,545 

77 

67 

10 




237 


39 

J6.5% 


For later years we make a slightly higher allowance for such a difference, 
say, of 19.5% instead of 16.5%, considering that imports on government 
account were higher in later years. It is possible to make a more exact 
calculation — but the work is extremely difficult in the Netherlands since 
the relevant published statistics are not all available. But our rough and 
ready estimate is not likely tQ involve any large error in the aggregate. 

The aggregate difference, is evenly distributed over all the years 


(Amounts in Rs crores) 

Year 

Import 1 

Export 1 

5 % of (import 
-f export) 

19.5% of total 
of (3) distributed 
evenly 

Final 
estimate 
(3) - (4) 


(1) 

(2) 

(3) 

(4) 

(5) 

1952—53 

670 

578 


12 

51 

1953—54 

572 

531 

56 

12 

44 

1954—55 

656 

594 

63 

12 

51 

1955—56 

679 

597 

64- 

12 - 

52 




246 

48 



1 Excluding treasures (gold and silver excluding Government of India coins and cur¬ 
rency notes). 

Cols. (1) and (2) taken from RBIB, May 1958. p. 615. 


and combined figures of trade in private merchandise and Government stores are 
published”, Accounts Relating to the Foreign (Sea, Air and Land) Trade and Navigation 
of India for March, 1956 (Government of India, Ministry of Commerce and Industry, 
l^artment of Commercial Intelligence &. Statistics, Calcutta), p. vi. 
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Appendix IV 

Estimates of components of income of 
unincorporated enterprises 

(Refer to Schema on page 85 and to Table 10 on page 88) 

A. 'Recapitulation of the scheme for making the estimate: 

(Sourcjjes given on p. 84 in the text) 


Items from the schema on page 84 


1. Income of employers and independents belonging to “other commerce” 

2. plus income from factory establishments 

3. plus income from mining 

4. Less Salaries and wages of factory establishments 

5. „ Salaries and wages of mining' 

6. „ Operating surplus of all corporations 

7. „ Income generated by govt, (public) factory and mining establishments 


Equal (8) Income of unincorporated enterprises., 


B. Estimate of the total income of unincorporated enterprises: 
{Amounts in Rs crores) 

Serial No. 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1 

1,005 

1,032 

1,038 

1,086 

1,094 

1,101 

1,094 

1,109 

2 

550 

540 

550 

640 

640 

690 

750 

810 

3 

60 

60 

70 

90 

90 

100 

100 

100 

Less 4 

166 

177 

172 

189 

196 

205 

213 

231 

. 5 

47 

47 

n 

43 

39 

36 

36 

36 

„ 6 

173 

102 

156 

207 

137 

161 

190 

237 

” 

43 

42 

43 

51 

51 

55 

60 

64 

Equal (8) Income, of unincor¬ 









porated enterprises 

1,186 

1,264 

1,240 

1,326 

1,401 

1,434 

1,445 

1,451 


% 


C. (i) Salaries and wages of mining obtained by multiplying the 
number e*nployed by an average amount of wage per miner. We have 
allowed Rs 50 per head per month (Rs 600 per year) which seems to 
be an over-estimate in the light of the rates fixed by the Conciliation 
Board during 1947—49 (See Wadia & Merchant, op, cit., p. 484). We 
therefore allow this amount to include salaries also. Incidentally, the 


16 
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wage bill thus arrived at for 1950 constitutes 50 per cent of the income 
originating in mining that year. The calculation is made below:- " 


Wage bill of mining industry 


Year 

Number 

employed 

X 

Av. annual 
income 

Source of employment 

Rs. crores figure 

1 

1948 

777,000 

X 

600 - 

46.62 

Final report of N.I.C. 

1949 

778,000 

X 

600 = 

46.68 

Do ’ 

1950 

780,000 

X 

600 - 

46.80 

Do 

1951 

717,0001 

X 

600 - 

43.02 < 

1 obtained by intrapolation. 

1952 

654,000 1 

X 

600 

39.24 t 

2 Monthly Abstract of Statistics, quoted by 

1953 

592,000 2 

X 

600 = 

35.52 

M. L. Gupta; Problems of Unemployment in 
India, p. 31. 

1954 

595,000 3 

X 

600 - 

35.70 ♦ 

3 Assumed arbitrarily. 

1955 

600,000 3 

X 

600 -- 

36.00 ♦ 



(ii) Operating surplm of all corporations {of the private sector) 

We step up the TEC and RBI sample figures. 

Since we saw in the case of estimates of corporate savings that it 
does not make a very great difference whether we apply the rather 
sophisticated method of arriving at proportions, or we use the rough 
approach of the proportion of paid-up capital, we use the latter, to 
avoid the complications of including financial companies in the former 
case. The transformers used are .335 and .410 respectively for the TEC 
and RBI samples. The result may be a slight over-estimate of corporate 
profits and a corresponding under-estimate of the income of unincor¬ 
porated enterprises. The position emerges is follows :- 


Year Sample 

Profits before tax for 
sample companies 
(Rs. crores) 

Sample companies 
as proportion of 
all companies 

Profits before tax of 
2 \\ companies (in round 
numbering (Rs. crores) 

1948 

T.E.C. 

58.10 

.335 

173 

1949 

>» 

34.32 

.335 

102 

1950 

R.B.I. 

63.68 

.410* 

156 

1951 

»» 

85.16 

.410* 

2ul 

1952 


55.70 

.410* 

137 

1953 

»» 

65.63 

.410* 

161 

1954 

99 

78.46 

.410* 

190 

1955 

99 

97.36 

.410* 

231 


♦ Average proportion for 3 yearb 1950—52. 

















Ratio of sectoral income to national income India, 1948—55. 
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Appendix VI 

Percentage distribution of income generated by private 
and public sub-sectors of modern enterprises sector 

(Refer to Table 20) 

The percentage share of income generated by the private enterprises 
sector is derived by deducting the net output of government enterprises 
from the net output of the total modern sector as follows: 



1948-91949-50 

1950-1 

1951-2 

1952-3 

1953-4 

1954-5 



^ (Net domestic product = 100.0) 


1. Mining & Manufactures 

7.0 

6.7 

6.5 

7.3 

7.4 

7.6 

8.8 

2. Communications, Rail- 


• 

• 






ways. Organised banking 
8l insurance 

2.9 

3.0 

3.0 

3.3 

3.1 

2.2 

3.5 

3. minus net output of govt, 
enterprises 

2.^. 

3.0* 

3.0 ♦ 

3.2 

3.1 

3.0 

3.7 

4. Equal net output of pri¬ 
vate modern sector 

7.1 

6.7 

6.5 

t 

7.4 

7.4 

6.8 

8.6 

5. Total Modem enterprises 
sector 

9.9 

9.7 

9.5 

10.6 

10.5 

9.8 

12.3 


For the whole period 1948—9 to 1954—5 

(Rs abja) 


1. Mining & Manufactures 

49.3 

6. 

W m % 0/(5) 

7.3 

2. Communications, Railways, etc. 

21.1 

7. 

(5) as % of(S) 

3.1 

3. minus net output of govt, enterprises 

21.1 

8. 

(5) + (7) 

J0.4 

4. Equal net output of private modem sector 

49.^ 




5. Net Domestic product 

671.7 





Source: CSO. ENI. 1948-*49 to 1955—56 Tables 2 & 3. 


Appendix VII 

Totql Productive Capital employed (including depreciation) 
in the modem sector 1950—51 

— By type of ownership* 


(Refer to Table 22) 
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1 Public Sector (Book value of gross fixed assets plus working 

capital) 

Rs crores 

Railways 837 

Irrigation works (including multi-purpose river valley projects) 230 

Communications & broadcasting S3 

Electricity undertakings 40 

Industries ' 14 

Civil aviation 10 

Ports 8 

Central Tractor Organisation 5 

Port trusts, municipalities & other semi-public agencies 100 


Total 1,336 

II Private Sector (Productive capitai including depreciation 

to make comparable to I) 

Factory establishments 1,110 

Plantations 100 

Electricity undertakings 70 

Mines 30 

Shipping & aviation 32 

Motor transport 130 


Total 1,472 


Grand total 2,808 


Source: FFYP, p. 32. 


Appendix VIII 

Net output of modern private sector^ 1951—52 
(Refer to Table 24) 


1. 

Govt, enterprises 

Rs crores 

320 i 

2. 

(a) Mining and manufactures 

'■30 2 


(b) Communications, Railways 
organised banking and insurance 

330 3 

3. 

Total (2a -f 2bj 

1060 . 

4. 

Net output of modem private 



sector ((3) — (1)) 

740 


Source: CSO, ENI, for (1) Table*3 & for (2) Table 2. 
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Appendix IX 

Index of increase in the productive capital in the 
public and modern private sectors 

(Refer to Table 25; also Table 23) 

A. DESCRIPTION OF THE METHOD 

We first determine the absolute values by sectors and then build up 
the index. We take the public sector first. 

1 The Public Sector 

Our starting point is the year^llJsO, for which a very rough estimate 
of book value of gross productive capital is given in FFYP., p. 32, 
as shown in the Appendix to our T^ble 29. 

For the purpose of showing the progr&s over years net productive 
capital is better suited. And since the net figiires for the private sector 
is readily available, we shall attempt to estimate the corresponding net 
figures for the public sector. 

Further, progress is to be assessed on the basis of a value of assets 
expressed in constant prices. This requires the separation of fixed capital 
and working capital, since the two need different deflators prima facie. 

For tackling these problems we shall first work out the figures for 
1950 on the basis of the following assumptions for the industries which 
we have split into (1) Railways and (2) Otflers:- 

1. Railways, • * 

(a) Depreciation: Fixed assets (F,A,): These are likely to have been 
more than 10 years^ld, vAth hardly any replacements. At least 50 percent 
of the assets are therefore assumed to have depreciated. In all probability, 
this is lovfer than the actual depreciation, — not higher i. The fact 

^ Extremely bad conditions of the railway locomotives and rolling stock were 
reported during the early postwar years. Thus the implied assumption of a 20-year 
life-time of fixed assets in railways which may under-estimate the life-time of railway 
assets and therefore over-estimate the rate of depreciation is counteracted. 
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that this is an assumption on the lower side, means that the estimate 
of assets in the year 1950 are, if anything, over-estimates. Since we are 
considering the index of increase in later years over the year 1950, it 
further implies that our tentative index of increase may be an under¬ 
estimate, but it is not an over-estimate. 

(b) Working capital (WC). It is assumed to constitute 25 percent 
of net productive capital, which is the same *hing as saying that net 
fixed assets (NFA) are three times the working capital. From a study 
of the Census of Indian Manufactures for the years 1949—53 we find 
that working capital in the 29 industries covered by the census constitutes 
58 percent of the net productive capital. But these cover mainly the con¬ 
sumption goods industries whose working capital requirements are 
relatively larger than those of capital goods industries. Railways are 
well-known for their relatively larger fixed capital requirements and 
lower working capital requirements. We have thus arbitrarily (but not 
unreasonably) assumed the ratio of 25 percent. 

2. Others: 

(a) Depreciation: The fixed assets were mostly acquired towards the 
end of the war and after the war. A depreciation of only 25 percent is 
therefore allowed. 

(b) Price: The original value is assumed to be in 1949 prices. 
This is raised to 1950 prices by an appropriate price index which is 
described later. 

(c) Working capital: It is assum"d to constitute 40 percent of net 

oroductive capital. ' ^ 

Planning Commission’s figures for 1955—56 (achifived) and 1960—61 
(planned) are net additions (new outlay). The problem of deducting a 
depreciation allowance does not therefore arise. The only problems 
are (i) to decompose the outlay figures into fixed capital and working 
capital, which we do oa the basis of the same set of assumptions as 
described above; and then (ii) to deflate them appropriately. 
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II The Private Sector 

0 

(a) Two sets of comparable estimates of capital 

(i) Comparable estimates of capital can be worked out for the years 
1950 and 1955—60 from the Census of Indian Manufactures, 
FFYP estimates and SFYP (Summary). Figures for 1955 are not 

* available to us from t^e same sources. 

(ii) RBI sample surv|y of company finances gives the balance sheet 
figures of capital for the years 1950—55. We can therefore get an 
index for 1955 (base 1950 = 100) directly. 

With the help of this index we can transform the 1950 estimate 
of capital into an estimate for 1955. Adding the planned (detailed) 
capital investments for tile Second Plan period, we arrive at the 
1960 figure. Deflating to 19^9 prices is the next problem, which 
is tackled in section (C) bdlow. 

(b) Net fixed assets: The figures of net fixed assets are directly available. 
There is therefore no problem of# depreciation. On the other hand, the 
depreciation allowed for the*^econd item (^“Others”) in the public sector 
is lower than that allowed in the private sector. Real depreciation being 
unknown, it is futile to try to state anything very definitely on the im¬ 
plications of this difference; but generally the fixed assets in the private 
sector are older and without repairs and replacements for a long time. 

(c) Working capital: 58 percent of the net productive capital (net 
fixed capital + working capital) was the ratio of working capital for 
the period 1949—53 (Census of Indian Manufactures). The same ratio 
has been assumed for later years also. 

B. CHOICE OF THE YEAR AT THE PRICES OF WHICH THE CAPITAL 
Vi^LUE HAS BEE^r KEPT CONSTANT 

We have chvH^en the year 1949 as a matter of convenience. The pric^ 
index of steel anc^ other producers’ goods in the U.K. is expressed in 
terms of 1949 as the base year in the Annual Abstract of Statistics of the 
United Kjpgdom, 1957. Our price index of fixed assets are based on the 
price index of^certain producers’ goods«of U.K. 

C. PROCEDURE OF DEFLATING 

1 . Assumptions 

* (i) It has been assumed that the acquisition of fixed assets during 
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1950—55 was distributed evenly over those years. It is further assumed 
Jhat the price of these assets also rose smoothly. Thus the deflated value 
of the additional fixed assets is equal to the 1955 value of&these assets 
divided by the average of the price indices for 1950 and 1955. (The assump¬ 
tion of a smooth rise in prices of capital goods is not very unrealistic. 
See, for instance, the price indices of Chemical and allied products. 
Iron and Steel, Products of blast furnaces ietc., in the Annual Abstract 
of Statistics for the United Kingdom, 1957, p. 301). 

(ii) Second Plan figures of capital are assumed to be actuals in 1956 
prices. Subsequent pruning of the Plan and deflation for further rise in 
prices are allowed in the final figures. 

2. Price indices used for the purpose of deflating 
I. Price index o/fixed assets 

This is built on the basis of the price indices of basic capital goods 
like Iron and Steel, Chemical ^nd allied products, and Products of blast 
furnaces and iron and steel melting and rolling, in the United Kingdom 
{Annual Abstract of Statistics, 1957, Table 345, p. 301). For Railways we 
take only Iron and Steel, and for others, all the three groups. 


(Base 1949 = 100) 



Iron & 

Chemical & 

Products of 

Average of 


Steel 

Allied products 

blast furnaces etc. 

(1), (2) & (3) 


(1) 

(2) 

(3) 

(4) 

1950 

101 

104 

101 

102 

1955 

148 

133 

152 

144 

1956 

159 

139 

164 

154 


Average 1950 and 1955 ^ 

(i) For Railways (col. I) 124 

(ii) For Others (col. 4) 123 

II. Price index of working capital 

On the basis of CIM figures, wages are assumed to constitute half of 
the working capital. The other half is distributed equally over semi¬ 
manufactured and manufactured articles for the public sector, and over 
industrial raw materials and semi-manufactured articles for the private 
sector. 
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Figures of average monthly wages per factory worker are taken from* 
th^ l.L.O. Yearbook of Labour Statistics, 1957. 

It gives figures for 1939, and 1950 to 1955. The index of 1950 is built^’ 
with 1949 = 100 on the basis of the All-India working class cost of living 
index. For the year 1956 half of the rise of the same over 1955 is allowed. 
Price indices are taken from Statistical Abstracts of India. 

Public sector • 

Monthly wages Price Indices 1939 — 100 Indices Weighted 
in mfg. ind. (in Semi-Mfg. Mfg. • 1949 , joo average 

absolute amounts) articles articles - index 


Year/Col. 

( 1 ) 

( 2 )_ 

(3) 

(1) 

( 2 ) 

(3) 

(Final) 

1949 

79.8 

328 

344 

no 

100 

100 

100 

1950 

80.6 

341 • 

348 

101 

104 

104 

102.5 

1955 

97.8 

333* 

373 

123 

101 

108 

114 

1956 

103.0 

390 

382 

129 

119 

111 

122 

Weights 


« 

1 

2 

1 

I 


Private sector 


t 





Note: Wages in mining has been taken into account. Since mining employement is about 
20 per cent of total, it has been directly added to the wage rate in the manufacturing industries, 
without making any farther weighting, so that the index of wages becomes weighted index 
only approximately. 


Monthly wage 

Indices 1939 

- 100 

InHices 

Weighted 


rate (Rs) 
Mfg. 1 Mining 

Industrial 
raw material 

Semi 

mfg. 

1949 

> — 

100 

average 

index 





Year/Col. 

(1) 

( 2 ) 

(3) 

(1) 

( 2 ) 

(3) 

(Final) 

1949 

79.8 14.0* 

464 


100 

100 

100 

100 

1950 

80.6 14.2 

503 

341 

101 

108 

104 

103.5 

1955 

97.8 14.4 

411 , 

333 

120 

88.5 

101 

107 

1956 

103.0 fi.l 

488 

390 

126 

105 

119 

119 

Weights 




2 

I 

1 



D. THE ESTIMATE OF CAPITAL 

(Deflated in 1949 prices) 

I. The Public Sector 

We estimate successively for the years 1950,1955 and 1960. All amounts 
ft'e in crores of rupees. The following abbreviations are used; 
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FA means Fixed Assets 

NFA „ Net Fixed Assets 

GFA „ Gross Fixed Assets 

WC „ Working Capital 

1950 

(1) Railways 

WC |950 + GFA| 95 o = it 37 

Assumption; Depreciation: @.50 ; GFAwsn = 2 NFA1950 
(WCi9« X 1.025) + (GFA,949 x l.Ol) - 837 
(WC,949 X 1.025) 4 (2 NFAw9 x 1.01) = 837 
Assuming: NFA1949 = 3 WC,949 
WC1949 (1.025 4 6.06) = 837 
1*'C,949 = S37 : 7.OSS = 118 
837 — (118 X 1.025) = GFA1950 = 716 
NFA1950 = '/2 GFA1950 =- 358 

NFAi9A9 = 358 : l.OI ^ 354 (= 3 y. 118) 

(2) Others: 

(WC1949 X 1.025) 4 (GFA, 949 X 1.02) .= 499 
Depreciation; 6.25 “ GFA - NFA : 0.75 

„ 60 
By supposition: NFA, 949 = - WC,949 = 1 5 WC1949 
40 

(WC ,949 X 1.025) 4 (1.5 WC,949 : 0.75 x 1.02) = 499 
WC,949 (1.025 4 2.04) == 499 

IFC 1949 = 163 

GFA, 950 = 499 —(163 x 1.025) - 332 
NFAi949 == 332 X 0.75 : 1.02 = 244 

Total productive capital, 1950 

in 1949 prices 118+354-) 163+244 = 879 


1955 

(1) Railways 

Additional WC: (WC1949 x 1.14) -I- (3WC,949 x 1.24) = 250 

WC,949 = 250-r-(l.r4 + 3.72) = 51 

Total WC 1949 in 1955 = 118 + 51 = 169 


Additional FA : NFAjsss = 250 —(51 x *1.14) = 191 

• NFA1949 = 191 X 1.24 = 154 

Total NFAi 999 in 1955 = 354 + 154 = 508 
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(2) Others 


* Additional WC : 

(WCi949 X 1.14) + (1.5 WCi94» X 1.23) 

= 95 V 

• 

WCi94» = 955 (1.14 + 1.845) 

= 319 

Total WCi 949 in 1955 

= 163 + 319 = 482 


Additional FA : 

NFAi 955 - 955 — (318 x 1.14) 

= 592 

% 

* NFA 1949 == 592 -^ 1.23 

- 482 


Total NFAj 949 in \9pS - 244 4 482 - 726 


Totals of (I) & (2) : 

(/) NFA in 1949 prices 1,234 

(ii) WC in 1949 prices 651 



Total productive capital, 1955 {in 1949 prices) 1,885 





» 

I960 



(1) 

Railways 

• 

• 

• 




Additional WC : 

(WC 1949 X 1.2) •h2(3WCi949 X 1.59) 

= 

864 



WC 1949 = 864 (1.11 4 4.77) 


144 


Total IVC 1949 in 1960 

169 4 144 - 313 




Additional FA ; 

NFAi 96 () =- 864 —(144 x 1.22) 


688 



NFA 1949 = 688 -f- 1.59 

=-■ 

433 


Total NFA 1949 in 1960 

508 4 433 - 941 



(2) 

Others 





Additional WC : * 

(WC 1949 X 1*.22) f (1.5 WC X 1.54) 


2004 



WC 1949 = 2004 (1.22 -f 2.31) 


568 


Total WC 1949 ip I960 

482 4- 5d8 - 1050 




... 

Additional FA : * 

NFAi 960 - 2004 — (568 x 1.22) 

— 

1331 


» • 

NFA 1949 -^1331 -r- 1.54 


865 


Total NFA 1949 in 1960 

726 -f 865 - 1591 




------ 

Ttjfals ofU) & (2) * 




(0 NFA in 1949 prices ^ 2,532 

{ii) WC in 1949 prices 1,363 




Total productive capital, 1960 {in 1949 prices) 3,895 
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In the light of the recent revision of the Second Plan targets announced 
, by India’s Minister for Planning in the Lok Sabha on September 17, 
1958 (See India News, London Sept. 20, 1958), we can make further 
adjustments of a very rough order as follows 
Pruning in terms of financial targets represents a cut of 6.3 percent. 
It is authoritatively assumed that a rise in price level over the original 
plan is going to be about 10 to 15 percent These two things together 
represent a cut of some 20 percent in real termj. 

We allow this rough deflation on the planned addition to capital 
(1949 prices) at the end of the Second Plan, without caring to differen¬ 
tiate between fixed capital and working capital 
Thus, (144 + 433 + 568 + 865) x .80 = 1,608. 

Consequently, 

the total capital in I960 {1949 prices) is 1,885 + 1,608 = 3,493. 


11. The Private Sector 

The estimate of capital (Deflated in 1949 prices) 

Here again, as in the case of the public sector, we take the rough 
estimates of the FFYP, p. 32, as the starting point. We improve the 
figures by going directly to the source in the case of factories, viz., 
the Census of Indian Manufactures (Summary for 1949—53, Supplement 
to the Indian Trade Journal, March 31, 1956). 

The coverage of factories in the CIM in 1950 was 93 percent of the 
units. In the absence of any ^better measure of qpverage, we shall use 
this ratio to step up for all the factory establishments. 

The ratio of capital in the factory establishments to the capital of the 
piodern private sector covered in the FFYP estimate is 75.4 percent. 
We use the same ratio to step up our figure of .net capitdi (FFYP figures 
are for gross capital) to cover the entire modern private sector in terms 
comparable with the FFYP coverage. 

WC constitutes 58 percent of total capital and NFC 42 percent. (CIM, 
both for average of 1949—53 and for 1950). The same is assumed for 
the whole private sector j also for the entire period under review. 

I Dr. P. S. Lokanatban, “Pl^ Achievements are Impressive”, in India New^s, 
London, October 4, 1958, p. 7. 
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The actual calculations for 1950, 1955, and 1960 are, then, as follows 

^ {All amounts in Rs crores) 

1950 

Formula: 

(WCi 949 X price index WC) -f (NFA 1949 x price index NFA) = Productive 
^ capital (current) 

WC 1949 - .58 Productive capital (1949) 

42 •• 

NFA1949 = — WC1949 
58 

Productive capital of factories in 1950 = 615 

100 

Stepped up for coverage, 615 x — 661 


(WC1949 X 1.035) + (WC,949 X — X 1.02) - 661 

58 

W^Ci949 = 661 {1.035 -h 0J4\ - 374 

NFA1950 == 661 — (374 X i.035) - 275 ’ 
NFA 1949 - 275 1.02 270 


Productive capital for the whole private sector in 1949 prices 

1000 1000 

- (374 X -) 4 (270 x - ) 

754 754 

or 496 4 358 - 854 


1955 

) * 

We first build up an index from the combined balance sheet of RBI sample 
companies and then apply it to 1950 figures above to get our estimates for 1955: 

• 444 

NFA, increc^ in 1955 over 1950 = — = 147.2 
» 302 

Total quantity of NFA«ln 1955 in 1949 prices - 358 x 147.2 4 - 1.23 - 430 1 

58 

„ „ M WC „ „ „ „ „ - 430 x — == 593 

* . ^2 — 

Net productive capital in 1955 in 1949 prices 1,023 

444 X 100/123 

1 If WC take deflated index first, we get - « 122. 

302 X 100^102 

Th£, 358 X 1.22 437. a figure which is only slightly different. 
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1960 


a. 


Additional, end of Second Plan (planned) as per SFYP, p. 25, (1) + (2) + half 

the^atocks — 9(X) 
42 

(WCi949 X 1.19) + (WCi940 X 1.54 X —) - 900 

58 

WC|949 -= 900 -t- 2.31 - 390 


Additional NFA 1950 == 900 —(390 x 1.19) 
Additional NFA 1949 572 ~ - 1.54 


- 572 

- 371 


Total NFA 1949 430 ^ 371 == 801 

Total WC 1949 = 593 -f 390 = 983 

Total net productive capital in 1960 in 1949 prices ~ 1,784 



E. THE INDICES OF INCREASE IN CAPITAL 


1 . 

The course of productive capital:^ 

1950 

1955 

1960 

(a) 

Public sector 





Absolute amounts (Rs crores, in 1949 prio*s) 

879 

1,885 

3,8951 

(3,493)2 


Index 

m 

214 

443^ 

(397)2 

(b) 

Private sector (modern) 

Absolute amounts (Rs crores, in 1949 prices) 

854 

1,023 

1,784 


Index 

100 

120 

209 


Total of public and private sectors (modern) 
Absolute amounts (Rs crores in 1949 prices) 

1,733 

2,908 

5,6791 

(5,277)2 


Index 

100 

168 

3281 


(J05)2 


Appendix X 

(Reference: Table 25) 

I 

Part I: Sources and method of estimation 

Col. (1) Net domestic product: Taken from ENI 

(2) Profits of corporate sector estimated thus as follows: 


\ Without taking the revision jf the Second Plan into account. 

2 After making a rough allowance for the revision of the Second Plan. 
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(a) Profits-before-tax of RBI Sample Companies (1950—55) 
• Stepped up (for the method of deriving the raising 


ratios see Appendix 1.) 

100 

100 

Rs crores^ 


446 X — > 

( - 

976 


53 

86 



' (b) For the years 1948 & 1949, TEC sample stepped 
up: * 100 100 

230 X - X — - 267 

40 86 - 

1,246 

(3) Profits of unincorporated enterprises, see Table 10 

(4) Retained profits of foreign enterprises: Given in SI FLA, 
Report //, p. 18 (Rs 93 crores) plus allowing for uncovered 
six months of 1948 (January—June) a sum of Rs 6 crores, 
(half the average annual rate for 1948—1953). For a profit 
series of foreign enterprises, see Appendix XI. 

(5) Operating surplus of govt, enterprises: 

Source: CSO, ENI, Table 7. Assuming for the year 1955—56, 
which is not reported there, the same surplus as in 1954—55. 

Appendix XI 

Profits of foreign enterprises, 1948—55 
(Reference: Tabh 26) 

Table showing the calculations is given on next page. 

Method: (i) 1:^48—53 constructed on the basis of absolute profits 

for 1953 as reported in RBIB Jan. 1956, and with the help of an index of 
profits as shown. Profits of the so-called portfolio investments (Rs 3 
crores) are excluded as they are included in the Indian joint stockcom- 
panies. 

(ii) For the year 1955, absolute amounts taken directly from RBIB, 
May 1958, to which correction for coverage is introduced (RBIB May 
1958, statement I shows for the U.K. & U.S. Rs 26.38 crores for 1953 
whereas the total coverage for the same year in RBIB Jan. 1956 shows 


17 
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Year 

Index number 

(Slat. Abs. 

1953 -54 (Base 

luasc 193.5 =-lUUJ 

1939 1(X)) 


Profits 

after 

tax . tax 

(Rs crores)^^ 

(Rs crores) 

Less allowing !br 
profits in con- 
trotted Indian 
companies 

1 


(1) 

(2) 


(3) 

(4) 

(5) 

1948 

259.9 

99.5 


30.L5 

* 

* 

1949 

181.5 

69.5 


21.55 



1950 

246.6 

94.4 


29.26 



1951 

310.5 

118.9 , 


36.86 



1952 

190.6 

73.0 


22.63 



1953 

261.2 

100.0 


31.00 



1953 (based on RBI study 100.0 

Profit 




of company linan- 


after 




ces. Sept. 1957) 


lax 31 




1954 


118.6 

(36.77) 

34.00 



1955 


(154.3) 

(47.83) 

42.00 



Total 

1948-55 



248.15 

416,89 

83.38 


* Annual breakdowns arc not shown as they are not required for our reference Table. 
Also for 2 earlier years 

1946 229.2 87,4 27.09 

1947 191.6 73.4 22.75 


Rs 31.00 crores as ihc round ligure; therefore the correction is of the 
order of 1.19 times). 

Rs 30.46 (for 1955) 1.19 36.26. 

On the other hand, when we construct index numbers of profit with 
base 1953 = 100 on the basis of RBI study of company finances, the 
corresponding figure for 1955 becomes as 47.83 crores, and for 1954, 
Rs 36.77 crores. We have therefore taken an approximately middle 
figure of the two estimates. 

(iii) Col. (3) represents the profits of foreign enterprises after tax 
neglecting the profits on portfolio investment. 

(iv) In column (4) we transform the after-tax figure of profit into 
a before-tax figure, on the basis of the proportion of the 6-year totals 
in the RBI study of company finances: Rs 446 crores as a multiple of 
Rs 265 crores = 1.68 tinjes. 

(v) For aggregate profits made in India, which includes Indian cor¬ 
porate and unincorporated business, government enterprises and foreign 
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enterprises, we have to estimate the double counting of prolits of com¬ 
panies registered in India which are controlled by foreigners, since thes<^ 
are includeil in the profits of Indian companies. This is done in column (5). 

In column (5) we allow 20 percent of profits accruing to foreign 
investments in Indian jointstock companies controlled by foreigners. 
This we do on the basis of the rough proportion calculated for the year 
1953 (exact proportion is (f:31 = - .194). The resulting sum has approxi¬ 
mately to be deducted.# 


Appendix XII 


(Referen|:e: Table 28) 

I Total national capital formation, India 1948 53 

(without deducting the nation’s deficit^on current account) and its percentage to net 
domestic product at fitetor cost. 

{All amounts in Rs crofes) 



Net domestic product 
at fttetor cost 

Corrected estimates 
of capital formation 
lower upper 

limit limit 

Percentages 

(2):{l)(3):(i; 

Year/Col. 

(I) 

(2) 

(3) 

(4) 

(5) 

1948-~49 

8,670 ^ 

686 

764 

7.9 

8.8 

1949—50 

9,030 

681 

766 

7.6 

8.5 

1950—51 

9,550 

778 

871 

8.1 

9.1 

1951—52 

9,990# 

1,016 

1,120 

10.2 

11.2 

1952—53* 

9,830 

761* 

834* 

7.7 

8.5 

1953—54* ^ 

10,480 

862* 

948* 

8.2 

9.(f 

1948 -53 (6 years) 

57,550 

4,784 

5,303 

8.3 

9.3 


• Inventory for these two years has been treated as zero. The R BI sample companies 
actually show n^ative inventory. 
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11 Saving and its percentage to national income. 


Net domestic capi- 

National lending to tal formation plus Percentages 
Income ‘I’'-' <2) saving 3 . , 4 . j 

world lower upper 

limit limit 


Ycar/Col. 

( 1 ) 

( 2 ) 

'‘O) 

(4) 

(5) 

( 6 ) 

1948-49 

8.650 

- 239 

447 

525 

5.2 

6.1 

1949-50 

9,010 

- 50 

631 

716 

7.0 

7.9 

1950 -51 

9.530 

56 

834 

927 

8.8 

9.7 

1951—52 

9,970 

- 174 

842 

946 

8.4 

9.5 

1952 -53* 

9,820 

74 

835 

908 

8.5 

9.2 

1953—54* 

10,480 

66 

928 

1,014 

8.9 

9.7 

1948 —53 (6 years) 

57,460 


4,517 

5,036 

7.9 

8.8 


* Inventory for these two years has been treated as zero. The RBI sample companies 
actually show negative inventory. 

Sources: 1. Figures of capital formation fr6m TabVe 15 and DWP 

2. Net domestic prodret and national income figures from ENI. 

3. Figures of net lending abroad from DWP. 


Appendix XIII 

Calculations of gross capital formation and gross 
national product^ India, 1948—53 

(Reference: Table 30) 

(All amounts are in Rs. crores) 

Assuming 20 percent ^ of gross capital formation as depreciation, 
we add to net capital formation (n.c.f.) a figure which is .25 of the n.c.f. 
The latter is also added to the net domestic product (taken from ENI) 
to obtain the gross national product. These are worked out below 


For this assumption consult M-G, op. cit. 
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I The lower limit 


Year 

Net formation 

plus .25 of n.c.f. 

Gross capi¬ 
tal formation 

Gross 

National 

Product 

Gross capital formation 
as % ofG.N.P. 

(1) as % of (2) 





(1) 

(2) 

(3) 

1948* 

686 


172 

• 858 

8,842 

9.7 

1949 

685 

+ 

171 - 

856 

9,201 

9.3 

1950 

778 

■1 

195 • 

973 

9,745 

10.0 

1951 

1,016 

-1- 

254 

1,270 

12,044 

10.5 

1952 

761 

-f 

190 

951 

io,d5io 

9.5 

1953 

834 

4 

209 

1,043 

10,689 

9.8 




Total 

5^51 

60,541 

9.8 


11 The upper limit • 


Year 

Net capital formation 
plus .25 of n.c.f. 

Gross 

capital 

formation 

Gross 

National 

Product 

Gross capital formation 
as % of G.N.P. 
(l)as %of(2) 



(1) 

(2) 

(3) 

1948 

766 - 192 

958 

8,862 

10.8 

1949 

790 4 198 

988 

9,228 

10.7 

1950 

882 1 221 • 

1,103 

•9,771 

11.3 

1951 

1,121 4 280 

1,401 

10,270 

13.6 

1952 

862 4- 216 

1,078 

10,046 

10.7 

1953 

948 f 

l,18f 

10,717 

11.1 


TotaW 

• 

6,713 

58,894 

11.4 


Sources: Appendix XII (I) and M-G. 
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Appendix XIV 

« 

Net Domestic Capital Formation {NDCF\ Business Saving, Government 
Saving, and Personal Saving * 

(Reference: Table 32) 

(Amounts in Rs crores) 


Year 

NDCF Total 

Business saving 

... . .. ... 

Govt, saving 

Personal saving 


(1) 

(2) 

(3) 

(4) 

1948-49 

725 

370 

-20 

375 

1949—50 

724 

357 

106 

251 

1950—51 

825 

375 

142 

308 

1951—52 

1,068 

419 

226 

423 

1952—53 

798 

409 

122 

267 

1953—54 

905 

430 

97 

378 

Total 

5,045 

2,360 

673 

2,012 


Sources: Col (1): upto 1951—52 from Table "5: lalcr two years computed on the same 
basis but taking inventory at zero, ^Vide Note in Appendix Xll). Middle points 
of upper and lower limits. 

Col (2): From Table 11. 

Col (3): From ENI, p. 10. 

Col (4): Obtained as the residue. 

Appendix XV 

Source and method of compiling data on profit 
rates in the United Kingdom, 1948 —55 

(Reference: Table 45) 

A. 

1. Source: Data on samples of between 567 and 661 companies which 
published their reports during October-December taken from The 
Economist. 

Specific references are as follows : 

(a) Figures for 1948 and 1949 are taken over directly from the 
Economist of January 2o, 1950, p. 216. These are for a con¬ 
siderably larger sample. 

(b) Data for 1950 & 1951 from the Economist of Febr. 9, 1952; 

567 companies. 
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Do for 1952 from same source, January 23, 1954; * 

661 companies. • 

D<p for 1953 from same source, January 15, 1955; 

638 companies. 

Do for 1954 & 1955 from same source, January 14, 1966; 

617 companies. 

• 

2. Specific data and tnejhod of arriving at some of them 

(a) Figures of paid-up capital are given. 

(b) Net worth includes assets of subsidiaries. Debentures are de¬ 
ducted from total assets. 

(c) Profits before tax are calculated by deducting the following 
items from Gross Trading Profits: Depreciation, Repairs, 
Directors’ Emoluments jetd, and Debenture Interest. 

(d) Tax figures are given and therefore profits after tax are easily found. 

B, Profits of all companies as pQ^centage of paid-up capital. 

Calculation of net profits •as percentage of paid-up capital for all 
companies in U.K. is possible. 

Gross profit and depreciation figures are available from the Blue Book 
on National Income and Expenditure. (We used the one for 1956). Figures 
of taxes and paid-up capital of all companies are published by the C.S.O. 
in the Annual Abstract of Statistics. 

On this basis we arrived at the following percentage rates: 


1938 

7.0 

1951 

18.2 

Average 




1952 

10.0 



1948 

13.7 

1953 

12.4 • 

1946—55 

12.9 

1949 

9.7 

1954 

15.3 



1950 

12.7 

1955 

*16.0 

1951—55 

14.4 


^ .Appendix XVI 
(Reference: pp. 147n & 169) 

A. Dividend as Percentage of Nominal Share Capital of U.K.-Registered 
Companies Operating Abroad, and of Shares Held by U.K.-residents 
in Companies Registered Abwad 

(Average of 1929—54) 

By type of company 
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Dividend percentage 

Type of company companies operating Companies registered 

abroad auroad 


J. 

Dominion & Colonial Rails 

_ 

.5 

2.9 

2. 

Indian Rails 

— 

7.8 

nil 

3. 

u.s. „ 

— 

3.0 

2.9 ^ 

4. 

Foreign „ 

— 

1.0 

1.8 

5. 

Banks 

. 

8.5 

7.6 

6. 

Breweries etc. 

— 

12.5 

5.8 

7. 

Canals & Docks 

— 

1.1 

88.9 

8. 

Commercial & Industrial 

— 

6.1 

9.6 

9. 

Electric Lights & Power 


7.6 

5.8 

10. 

Financial, Land & Investment— 

5.1 

5.1 

11. 

Gas 


6.7 

9.5 

12. 

Iron, Coal & Steel 

— 

1.9 

6.3 

13. 

Mines^ Gold 

— 

12.3 

15.1 

14. 

Mines other than Gold 


/5.3 

15.2 

15. 

Nitrates 

— 

1.2 

n.a. 

16. 

Oil 


14.0 

3.3 

17. 

Rubber 

— 

4.8 

n.a. 

18. 

Shipping 

~ 

4.r 

6.9 

19. 

Tea & Coffee 


9.3 

nil 

20. 

Telegraphs & Telephone 

— 

5.6 

6.7 

21. 

Tramway etc. 

— 

2.3 

4.4 

22. 

Waterworks 


5.5 



B, Dividend as Percentage of Nominal Share Capital of V,K-registered 
Companies Operating Abroad^ and of Shares Held by U.K.-residents in 
Companies Registered Abroad 


(Average of 1938—54) 
By country 


Dividend percentage 

Name of country companies operating Companies Registered 

Abroad Abi^oad 


1. Eire 

_ 

7.7 

6.1 

2. British West Africa 

r — 


n.a. 

3. „ East 

— 

6.9 

6.7 

4. „ Central „ 

— 

17.6 

6.9 

5. South Africa 

— 

28.1 

15.7 
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Dividend percentage 

Name of country Companies operating Companies registered • 

• abroad abroad 


6 . India 

— 

12.9 

7.3 

7. Pakistan 


12.9 


8 . Burma 

— 

6.1 


9. Ceylon 

•— 

10.7 


10. Malaya 

— 

7.8 

17.5 

11. British North Borneo * 

— 

6.4 


12. Australia 

— 

7.9 

9.2 

13. New Zealand 


7.2 • 

6.5 

14. Canada 

— 

5.1 

5.1 

15. British West Indies 

— 

10.5 

1.9 

16. Other 

Foreign countries 

• 

• 

11.0 

18.7 

17. Europe 

_ • 


4.8 

18. Burma 

— 



19. China 

— 

2.2 


20. Netherlands East Indies 

— • 

2.5 


21. Persia 


14.7 


22. Egypt 

— 

12.2 • 

56.5 

23. Irish Republic 

— 



24. Mexico 

— 

9.6 

2.2 

25. Cuba 

— 

0.9 

0 

26. Argentina 


1.8 

3.8 

27. Brazil 

— 

3.3 

3.7 

28. Chili 

__ 

1.6 


29. Peru 


1,2 


30. Uruguay 

— 

3.0 


31. Rest of South Africa 

— 

7.9 

5.7 

32. Other ^ 

— 

7.0 

5.7 

33. Not Classifiable 

— 

10.5 

7.9 

34. U.S.A. 

_•_ 

nil 

8.9 


Sources: (I) Lord Kindcrsley's annual articles in the Economic Journal 1929—39; and (P) 
Bank of England bfbchure^on British Overseas Investments. 

For a Retailed analysis of these data, the reader is referred to the 
writer’s essay on Levels and Fluctuations of Dividend in Four High- 
income and Low-income Countries, etc. (Netherlands Economic Institute, 
Rotterdam). 
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• Appendix XV 11 

4 

, • A. Regression equations for corporate savings in India, 1946—1955 

— All industries — 

(Reference Chapter 6, § 6.5 


Serial 

no 

Period 

Basic 

sam¬ 

ple 

Coefficients of regression 

Ybo L W D-i 

f 

Inter¬ 

cept 

Coefficient of 
correlation 
Uncorr. Corr. 
R R 

-* 

Form of 
equation 
tested 

Remarks 

1 

1946-51 

TEC 

.719 


-8.5 

.966 

.958 

Abs 





(.096) 


(2.8) 





2 

1950-55 

RBI 

.734 


^15.4 

.979 

.973 

ft 





(.077) 


(3.5) 





3 

1946-55 

TEC 

.783 

-1.67 .022 

,-3.0 

.991 

.987 

)> 





(.050) 

(.98) (.010) 

(2.6) 





4 

do 

do 

.794 

-.83 -.032 


.990 

.986 

♦» 





(.054) 

(.72) (.005) 






5 

do 

do 

.783 

.80 -.631 ^ 


.981 

.976 

Rel. 





(.0(>4) 

(.77), (.006) 






6 

do 

do 

.804 

-.034 


.979 

.976 

„ 





(.059) 

(.005) 






7 

do 

do 

.712 

-3.47 

-8.3 

.983 

.978 

Abs 





(.050) 

(.74) 

(1.5) 





8 

do 

RBI 

.764 

-4.21 

-12.5 

.982 

.977 

„ 





(.059) 

(1.19) 

(2.1) 





9 

do 

RBI 

.797 

-.032 


.983 

.981 

Rel. 1 

In tested 




(.053) 

(.004) 




\ 

eq. D-i 

10 

do 

RBI 

.849 

-.030 -.12 


.991 

.987 

„ \ 

W-i (net 




(.049) 

(.010) (.21) 




J 

wortht 





( 


< 


[ 

lagged) 









( 

In tested 









■ 

eq. D-i / 

11 

do 

RBI 

.839 

-.024 -.2i 


.992 * 

.990 

„ < w (net 

t 



(.043) 

(.010) (.20) 





worth not 






f 

_ i. 


[ 

lagged). 


Sc = Corporate savings (107 rs) 

Ybc =“ Corporate profits (107 ) 

W ■=-- Corporate net worth (107 „ ) ^ 

^ “ { 1 1952—1955 } the serigs extended forward from the TEC-series. 

“ { 1 195^1955 } extended backward from the RBI-series. 

Abs(olute) = variables themselves entered in the tested equations. 

Rel(ative) =» variables in tested equations expressed as ratios of net worth. 

Figures between brackets indicate estimated standard errors. 

Sources: Based on data provided in U) TEC. Report, Vol I (2) RBIB, September 1957. 
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B. Regression equations for corporate savings in India, 1946 — 7955* 
— Selected industries — • 

• (Reference: § 6.7, Table 54) 


Serial 

n«. 

Industry 

Coefficients of 
regression 

Y& W 

-A _ 

Coefficient of 
correlation 
Uncorr. Corr. 

R R 

Remarks 

12 

Cotton 

.932* 

( .031) . 

-.039 
( .003) 

.996 

§ 

.995 


13 

Iron Sl Steel 

1.019* 

(.054) 

-.064 

(.008) 

• 

.989 

.987 

Coefficient of Y jjc 
should be < 1, 

hence equation 
might be: Sc = 
Vbc--0,062W 

14 

Sugar 

.882 

(.148) 

,-.fl39 
( .015) 

.903 

.890 


15 

Jute 

.685 

(.060) 

f 

-.031 
( *004) 

• 

.971 

• 

• 

.967 

Coefficient of Ybc 
significantly lower 
than the coeffici¬ 
ents for the others 
(mutually /ipr signi¬ 
ficantly different). 

16 

Cement 

.442* 

(.072) 

-.006 
( .007) 

.908 

.896 

AslV. Cocff.ofW 
not significantly 
different from 

zero. 

17 

Chemicals 

.897* 

(.138) 

.026 
( .007) 

.917 

.906 


18 

Tea Plantations 

_ A- 

.681 

(.045) 

-.045 

(.007) 

.983 

_A_ 

.981 

As IV 


All equations drawn up and tested in a way analogous to eq. 9, i.c. with variables expressed 
as ratios of net worth (hence giving rise to zero-intercepts in the transformed equations above), 
and based on series extended backward fro^ the R.B.l.-sample. 

* significantly differeift from the marginal rate of saving for all industries (together). 
Sources: As in Appendix XVII-A. 

^ ^ Appendix XVJII 

Residuals of equation 11 of Appendix XVII-A 

• (Reference: § 6.5.1 b-iv; also § 6.5.5) 

- - . . . . .... . .. -- 

Year of lag- . , 

ged dividend ’46 ’47 ’48 ’49 ’50 ’51 ’52 ’53 ’54 

gesiduals —.08 .33 .12 —.06 .04, —.04 —.03 —.25 —.04 
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ERRATA ♦ 


Page 

23 Line 4: Insert „Section 2” between „then” and ^proceeds”. 

23 Line 5: Read „section 3” in place of „section 2”. 

53 Last line of footnote I ; Read 3 in place of 2. 

70 Table 7: 4th line Lorn „Branches”: Read„117” in place of „175”. 

99 Fifth line from bottom (text): Add footnote sign „2” after „chapter” 
and add footnote no. 2 at the end of the page as follows: „However, 
the sectoral saving-income .»*atios are presented in a summary table 
at the end of section 4. See page 124. 

117 Table 30: India, lower limit for the years 1949, 1951 and postwar 
average respectively 9.2, 12.4, 10.1. Upper limit: Replace the whole 
line by: 10.8 10.4 11.2 13.6 10.4 11.1 11.3 

120 5th line from bottom: Delete „Deninark”. Then replace the last 
4 lines with: 

„Luxembourg is much industrialized, but the type of industrial 
organisation appears to be largely noncorporate. Denmark can be 
easily treated as a different type of economy — with a preponder¬ 
ance of agriculture. Moreover, Denmark’s industry is characterised 
by the cooperative rather than the corporate form of organisation.” 

137 At the end of the footnote: Read § 5.6.3 in place of § 5.6.2. 

181 3rd line: Delete the word „current”. 

182 3rd line: Read „are” instead of „is”. 

196 1st line of paragraph numbered 2: Insert „to” between „relating” 
and „the”. 

2nd line from bottom (text): Delete „3.” 

197 Last para, 3rd line: Delete „except 10 and 11,” and read, „Now, 
in all our equations the correlation co-efficient.... etc.” 

_ t 

215 1st line: Read ^ instead of a simple 

* These are some of the important errata. Sincere apologies are offered for 
the inconveniences caused. 



Page 

«<216 7th line: Do. 

»225 2nd line of section 4 : Delete the foctnote sign (after „enterprise”). 

. 229 7th line from bottom (text): Insert „an” between „of’*' and „anti- 
trust”. 

241 A. (Sources given . . . etc): Read „p. 85” instead of „p. 84”. 

251 Indices (Year 1949): Read „100” in place of „110”. 

261 I The lower limit: ^ 

For the year 1949, R'^ad „681 + 170 851” in place of „685 + 

171 - 856”. 

Do Col. 3, read „9.2” in place of „9.3”. 

For the year 1951. Col. 2, read ,,10,244” instead of ,,12,044”. 
Col. 3, read „12.4” instead of ,,10.5”. 

Total: Cols. 1, 2 & 3 respectively „5,946; 58,741; 10,1” instead of 
„5,951; 60,541; 9.8”. 


11 The upper limit: • ^ , 

Replace all the figures by the following series: 



(1) 

(2) 

(3) 

1948 

764 + 191 = 955 

8861 

10.8 

1949 

766 + 192 -- 958 

9222 

10.4 

1950 

871 + 218 1089 

9768 

11.2 

1951 

1120 + 280 = 1400 

10270 

13.6 

1952 

834 + 209 = 1043 

10039 

10.4 

1953 

948 + 237 -= 1185 

10717- 

11.1 


Total 6,630 

58,877 

11.3 

266 First 3 lines under „Remarks” on eq. 

9: Reacf 

„In tested eq. 
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